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COMMISSION. 


P.C. 1680. 


CERTIFIED Copy of a Report of the Committee of the Privy Council, approved by the 


Deputy of His Royal Highness the Governor General on the 13th July, 1916. 


The Committee of the Privy Council have had before them a report, dated 12th 
June, 1916, from the Right Honourable the Prime Minister, submitting that it became 
necessary at the recent session of Parliament to make provision for assistance by loan 
to the Grand Trunk Pacific Railway Company and to the Canadian Northern Railway 
Company in order that such companies might be enabled to meet current obligations 
and to provide for payment of interest on ‘outstanding securities. 


Having regard to the conditions and necessities of railway development in Canada 
the Prime Minister is of opinion that the situation should be considered in a compre- 


hensive way and that a thorough inquiry should be made by a Board of the highest - 


ability and experience. 


The Prime Minister further submits that the inquiry should have reference to 
the following matters :— 


1. The general problem of transportation in Canada. 


2. The status of each of the three transcontinental railway systems, that is to say, 
the Canadian Pacific Railway System, the Grand Trunk Railway System (including 


the Grand Trunk Pacific Railway and the Grand Trunk Railway and their several | 


branches) and the Canadian Northern Railway System, having special reference to 
the following considerations :— 


(a) The territories served by each system and the service which it is cap- 
able of performing in the general scheme of transportation; 

(b) Physical conditions, equipment and capacity for handling business; 

(c) Methods of operation; 

(d) Branch lines, féeders and connections in Canada; 

(e) Connections in the United States; 

(f) Steamship connections on both oceans; 


(g) Capitalization, fixed charges and net earnings having regard to (i) 


present conditions, and (ii) probable future development with increase of popu- 
lation. 


3. The reorganization of any of the said railway systems, or the acquisition thereof 


by the State; and in the latter case the most effective system of operation, whether in 
connection with the Intercolonial Railway or otherwise. 


; 4. Generally speaking, all matters which the members of the Board may consider 
pertinent or relevant to the general scope of the inquiry. 


The Prime Minister therefore recommends as follows :— 


That Alfred Holland Smith, of the city of New York, in the United States of 
America; Sir Henry Lumley Drayton, of the city of Ottawa; and Sir George Paish, 
of London, England, be the members of the said Board, of whom the said Alfred 
Holland Smith shall be chairman; 
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That the Board be constituted under part 1 of the Inquiries Act, and that it shall 
have all powers and authorities which could be conferred under the authority of that 
Act as amended by chapter 28 of the Statutes of 1912, intituled an Act to: amend the 
Inquiries Act; 

That the Provincial Governments be respectfully requested to afford to the Board 
any necessary information and co-operation in the inquiry; 

That all the departments of the Government shall afford to the Board and to all 
persons acting under its authority and by its direction all such assistance and co-opera- 
tion in the inquiry as the Board may desire; — 

That the Board of Railway Commissioners for Canada, the Commission of Con- 
servation and all other bodies of a like character under the jurisdiction of the Parlia- 
ment of Canada, shall co-operate with and assist the Board in the proposed inquiry; 

That the Board shall report its findings and conclusions with the least possible 
delay ; 

That a commission for the purposes aforesaid shall issue.to the members of the 
Board above designated. 


The Committee concur in the foregoing and submit the same for. appproval. 


RODOLPHE BOUDREAU, 
* Clerk of the Privy Council. 


POF 2566 


‘’  Crrtiriep Cory of a Report of the Committee of the Privy Council, approved by His 
: Excellency the Administrator on the 21st October, 1916. 


The Committee of the Privy Council have had before them a report dated 19th 
October, 1916, from the Right Honourable the Prime Minister, submitting that Sir 
George Paish has resigned his position as a member of the Board, appointed by Order 
in Council of the 13th July, 1916, to inquire into and report upon the general problem 
of transportation in Canada, etc. 


The Prime Minister further recommends that William Mitchell Acworth, Esquire, - 
Gentleman, of London, England, be appointed a member of the said Board of Inquiry 
in place of Sir George Paish, resigned. 


The Committee concur in the foregoing recommendation and submit the same 
for approval. . 
RODOLPHE BOUDREAU, 
Clerk of the Privy Council. 
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(2) The mileage (excluding trackage rights) of the four large private operating 
systems was :— : : | i, 
= Miles. . 

Canaidnebacrne wernt? tien ewe dy os ak casei a vee ae LOR OOO 

MARIS CT ATIS NODE NORI 2; ovens Siena oT AAs ee eee ee ak 9,648 

Pani Lite ertay, 2) ko SOR ere Lee e Bias eet a | eee aie Gas ater ae 3 5a6 

Grand Trunk Pacific (excluding Branch Lines Co.).. .. .. - 1,964 

x 


28,068 


(8) There were operated by other companies and Provincial 


CPO OTIFIIOTILGCAS ficou lice abe, git Boek gece cer ents dy ta Soy Cons 6,366 


37,434. 


Included in the mileage of “ Other Companies” is the following mileage operated 


or controlled by United States corporations.! 


CIRCA ON OT LED arrose eras ree Ora am, od tet on re eee ye a BO 
DEC nioaTE CU GILREH LS Set stea at gees Ge cance eee Bee ore tke. oe Mae OIE 
Waray orc: Centrale hces tic ar ce os ee Or seme ne PLOS 
Boston and Maine (including Maine Central)... ....°.. .. AL 
PPC LOMNUATEMIELLE carrer time ea oy ee ae ove Aertel, Mh ace MS Oe 


1,299 


This is more than counterbalanced by Canadian companies’ mileage in the 
United States, as follows :— 


eS Proprietary!| Leased.?__ | Controlled. Total. 


Canadian Pacifit......... ARM OT Ar ae aces Lat oe 145 oe 4,771 4,948 
uence Panic oe ity $4 pes ey SP. AANM Sateen ee Sere REN en Deh =a ha a er omer an 1, 868. 1,868 
MO RMBOAT ENE TGNOIN Seo 0 one oS a Sel tno oe ow be we 44 OLS Des an aie ee = 995 

189 213 6,639 7,041 


Revenue, Gross and Net. 


For the year ending June 380, 1916, the gross earnings of the railways reporting to 
the Department of° Railways and Canals, which include, in addition to Canadian 
mileage, the proprietary and leased, but not the controlled, mileage of Canadian com- 
panies in the United States, were $261,888,654, or practically $7,000 (6,997) per mile 
of road operated otherwise than under trackage rights. 


1 This list is not exhaustive and only gives important companies. 
2These lines are essential parts of the parent systems, but organized separately for inter- 
national reasons. 
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For the principal systems, which together are responsible for 87 per cent of the 
total earnings, the gross operating revenues per mile operated during the year were 
as follows :— | 


ver ileag: : 
Average mileage Per mile of 


. (including : . 
Rasa Operating trackage) oper- average mileage 
Revenue. ated during operated 
the year. during year. 
$ $ 
Gamaitark, Pate: son. Rien tel. Sher an eee Ac eae 124,654, 571 12, 994 9,593 
Gara IS NOL LHe ek nae Pita. eke ee oe ee Lert eas 39.476, 275 9,702 3,657 
Ro TAUB ECT tay rut oer oe Sl Seen eee rae em a oe 155, 040 3, 565 10,883 
Grand Trunk Pacific (excluding B. L.Co.). ........ 963, 188 1,968 3,538 
PAN SC LINOTIGA Loe eke? os hae ite tose ae ACS Cet eae 5798 AiG 2,002 2,896 
UM VOLCOLON IAs Sees, s ceke At nets muhc ee Peele ert istar ns Bees 15, 686, 662 1,553 10,101 


The net operating revenues and the average per mile operated during the year 
were as follows:— ; 


Per mile of 


Net operating javerage mileage 
Road. Revenue. operated 
% during year. 
$ 3 
Canadians aciic.s:<.o8es ce a seeda we oe roar A SOR Sal phe PR A gti PES 46, 416,743 3,572 
PAN ACIATIAN OFGHELMG veo ns sal. eee ee ene Ota AEROS SME ST RN 3 10, 232, 088 1,054 
CACC L TERY oe hese wree ac > «~ Wary, ame men Oe Diane we peta one saved uc is Sen keno 10,373, 027 2,909 
Grand Trunk Pacific (excluding B. Coys Da, Fie ae ee 1, 060,346 539 
HAPANSCOM PWEI GAN ess Ws. aie ewes maleate AA oe MiP at 8 re ey ea 429, 455 214 


TLL CRCOLOII LA eee ooh soos Sores Ba: Rea, eee ae aE cg ode ian ah hc eee, ea ee 2,363, 478 1,522 


In addition to the revenues from rail transportation and services incidental 
thereto, the Canadian Pacific reported revenues from boat lines, commercial tele- 
graphs, hotels, and news departments of $22,834,095 gross and $6,034,340 net. 


Investment in Road and Equipment. 


At the close of the year ended June 30, 1916, the investment in road and equip- 
ment as carried on the books of the companies or the Government was as follows :— 


Book value of 


— road and Miles owned| Per mile. 
equipment. 
3 $ $ 
(GATIAGIAIEE ACTING ho. u oc lisa Sea ve he beg Rear ote Se en eae 530,788,978 7,779 68, 233 
(PATIAGTATINN OLGIIOID Gras eels okie: Ce TaN Ok ee ONS EE 494,762, 489 9, 002 54, 961 
AERIS CTW Cases Bee ca cess aint De, oa eee san ee aaa ot 424, 169,310 3,331 127 , 3406 
Grand Trunk Pacific (excluding B. L. Co.)................... 192,312, 218 1, 962 98, 018 
TrAancontinentaleres tence cise. tone sy weer a  Satates wan 159, 881, 894 1,810 88, 332 
AAT EEECOLONIA Lactiotasned-4 anc See aed STANco ad ge Gia Ee Be BAG CAN Ars Baste 116, 234, 204 1,514 76,773 


1,918 918, ,149,0 093 25, 398 75,524 
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The book value of road and equipment is not to be regarded as accurately repre- 
senting the actual cost of the property. “Cost of road and equipment,” as set up 
on. the books of a company, frequently represents not the actual cash outlay but the 
par value of the bonds and shares which have been issued to obtain cash or property. 
“Cost of road and equipment” may therefore include the par value of securities 
issued to obtain money for interest during construction, discounts on securities sold, 
and other items not strictly construction cost. And it may include sums to offset 
the par value of securities which have been issued for other than a cash consideration. 
For example, the Grand Trunk Pacific has $25,000,000, and the Canadian Northern 
has .$100,000,000 of ordinary stock outstanding, neither of which issues represents 
more than a nominal sum of actual cash paid in. On the other hand, the Canadian 
Pacific Railway accounts shows that this company has received premiums of 
$45,000,000 upon the $260,000,000 of ordinary stock sold. These premiums are 
invested in the general asset of the company in the same manner as the proceeds 
of the stock itself. 

If the sums mentioned for the Grand Trunk Pacific and Canadian Northern be 
deducted from the book account “cost of road and equipment,” the statement 
becomes :— 


Cost of road 


: ; Average 
Seay Miles owned. per mile. 
: 8 
am AlaS OF DUCTT Shits Ady aie ee Ae «luis So. oy Dike Te Me ete 394,169,150 9,602 43,786 
Grand “Pronk? Pacifie.o25.5.. 25... ECE as Aen EO Ae eae eae a: 167,312,218 1,962 85,276 


Return on Capital. 


The net operating revenues have already been stated. Taking in taxes, rents, and 
similar items, which relate to operation, the relation of the net operating income to 
‘cost of road and equipment comes out as follows:— 


Net eEeen ze Per cent 
Road. operating . Total. on property 
” revenue pee! investment 
: : taxes, etc. ; ? 
$ $ 3 15 
Canadian Pacific: Railway o,f... 26. eee 465116,743 | 2,109,477 Dr. 44,307, 266 8°34 
Canadian Northern ...........:. .... ....| 10,232,088 | 1,241,465 Dr. 8,990,623 2°28 
Crane ith ee cca eae eu ced eat a an te 10,373,027 469,926 Dr. 9,903,101 2°33 
Grand Trunk Pacific (excluding branch lines)| , 1,060,346 | 1,153,283 Cr. 2,213,629 1°15 
(Estimated ) 
DP RAPIRCOMUNCH Alar te ys hee var aad ot aes 429,455 | 1,371,070 Dr. 942,615 Dr.| Deficit. 
Rae CIEONN Ai ge 2 ee ae | a, pasa « vm Hekoaere 2,363,478 167,214 2,196,264 1°88 


With the exception of the first-named railroad, the return is so low as to afford 
further support for the view which we have suggested, that the country has built more 
railroads than can be justified on commercial grounds. 
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Government Aid in General. . 


The geographical location and climate of Canada are such that easy communica- 
tion with the settled districts had to be established before any large permanent popula- 
tion could find means of support in the newer country. Without railways the rich grain- 
growing provinces of the West would have remained a hunting and trapping district, 
or at best a grazing section, because it would have been impossible to get out the 
grain which constitutes the chief product of those provinces. The people have been 
liberal in promoting railway building in advance of their profitable operation on a 
commercial basis. Great grants of land have been given to the two principal systems 
in the West. But without these railways the land would have been practically value- 
less. Cash aid has also been voted liberally. The total for this purpose up to June 
30, 1916, is reported as $116,000,000 by the Dominion Government, about $30,000,000 
by the provinces, and $12,000,000 by municipalities. The Governments, both National 
and Provincial, have frequently entered directly upon construction projects when 
- private capital could not be found; as for instance the Dominion Government in the 
ease of the Hudson Bay Railway, and the Ontario Government in the case of the 
Temiskaming and Northern Ontario. They have also often extended large assistance 
to private companies by direct loans, by purchase of their securities, and by guar- 
antees. These have grown to large sums. By far the largest part, though not all, 
of the aid of this kind is to be found in the principal systems. We give the detail 
as follows :— : 


\ 


Government Aid to Canadian Northern. 


According to the reports of the Statistical Bureau of the Department of Railways 
and Canals, the roads composing the Canadian Northern System had received assistance 
up to June 30, 1916, as follows :— 


(1). Subsidies: 


Paid by Bari Governmeéntes oc one 5 sas ek oe i a ee L486. 120 

‘ me Provinces sty Seton. Ss dues Ate ele ee sede oe 6,821,724 
is Municipalities: soem eon tee se ee 765,704. 
$38,874,148 


The total amount reported by the Canadian Northern Company, as received c: 


upon the foregoing account, is $33,917,175. ‘The difference is explained by the fact 
that the Government reports comprise aid granted to companies now included in the 
Canadian Northern System prior to their inclusion. 


SS 
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To His Eucellency the Governor in Council: 


The Report of the Royal Commission appointed to consider the general problem 
of transportation in Canada. : 


May it PLease Your EXCELLENCY: 


_ We, the Commissioners appointed by Order in Council dated July 18, 1916, to 
inquire and report on the Railways of Canada, have the honour to present our report 
to Your Excellency. 


The subject matter of the reference to us is as follows :— 


1. The general problem of transportation in Canada. 


~ 


2. The status of each of the three transcontinental railway systems, that is to say, — 
the Canadian Pacific Railway System, the Grand Trunk Railway System (including 
the Grand Trunk Pacific Railway and the Grand Trunk Railway and their several 
branches) and the Canadin Northern Railway System, having special reference to the 
following considerations :— ? 


(a) The territories served by each system and the service which it is capable 
of performing in the general scheme of transportation; 

(b) Physical conditions, equipment and capacity for handling business; 

(c) Methods of operation; 

(d) Branch lines, feeders and connections in .Canada; 

(e) Connections in the United States; 

(f) Steamship connections on both oceans; 

(g) Capitalization, fixed charges and net earnings having regard to (1) present 
conditions, and (2) probable future development with increase of popula- 
tion. 


- 


3. The reorganization of any of the said ratlway systems, or the acquisition 
thereof by the State; and in the latter case the most effective system of operation, 
whether in connection with the Intercolonial Railway or otherwise. 


4, Generally speaking, all matters which the members of the Board may consider 
pertinent or revelant to the general scope of the Inquiry. 


Sip George Paish, one of the original commissioners, was, owing to ill-health, 
unable to serve on the Commission, and on October 31, 1916, his formal resignation 
was received and Mr. William Mitchell Acworth was appointed in his place. Mr. 
Aeworth landed in America early in December and joined in our work. 


In September and October two of the commissioners, the Chairman Mr. Alfred H. 
Smith, and Sir Henry Drayton, spent some weeks inspecting the railways, travelling 
upwards of 10,000 miles, visiting all important points from Halifax to Vancouver and 


. 
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Prince Rupert, and taking the opportunity of meeting and conferring with many ~ 
representative citizens. We desire to express our appreciation of the manner in which 
the officers of the various companies facilitated our Journey and assisted us to obtain a- 
knowledge of local conditions. 


We have had a physical examination made, in such detail as circumstances have 
permitted, of the railways of the Canadian Northern and the Grand Trunk Pacific, 
by a corps of engineers under the supervision of Professor Swain of Harvard Univer- 
sity and the Massachusetts Institute of Technology. His report is given in Appen- 
dix A. 


In addition to the information which we have obtained from our own inquiries, 
and inspections and those of our staff, we have received voluminous reports and sta- 
tistics from the different companies in reply to our inquiries on specific points. Two 
of our number have held formal hearings in Toronto into the affairs of the Canadian 
Northern Railway Company, and in Montreal into the affairs of the Grand Trunk 
and Grand Trunk Pacific Companies. 


Since Mr. Acworth’s arrival we have frequently met in Ottawa and in New York 
for discussion of the remaining matters referred to us. We have taken the situation 
as it is, and find ourselves in agreement as to the necessity for constructive aid to 
bring the railways through the present crisis. We differ, however, as to the extent 
and method of Government help desirable, and as to the increase and character of 
Government : liability and interest now and for the future. It has, therefore, been 
found necessary to submit a report of the two concurring commissioners, with a brief 
statement of the minority recommendations. They will be found herewith. 


Respectfully submitted, 


A. H. SMITH, 
H. L. DRAYTON, - 
W. M. ACWORTH. 


} 
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Report of Sir Henry L. Drayton and Mr. W. M. Acworth. 


Introductory. 


This Commission is instructed by the Government to report on the “ general 
problem of transportation in Canada, with the least possible delay.” Under these 
conditions it has been clearly impossible for us to set on foot and await the result 
of exhaustive’ inquiries, and to elaborate in full detail a scheme based thereon. We 
belveve that we shall best carry out the purpose which the Government had in mind 
in appointing us, if, after setting out the general situation as we see it, and the 
general conclusions at which we have arrived, we sketch in broad outline the scheme 
of readjustment which we recommend for adoption, and then indicate the manner 
in which, if and when our recommendations are approved by the Government and 
Parliament, those recommendations should be brought into practical operation. 


PART I. 
CANADIAN RAILWAYS. 


Mileage, Capital and State Aid. 


On June 30, 1916, the operating mileage of railways in Canada was officially 
reported to be as follows :— 


Miles. 
In operation, miles of first main track (less duplications 


throuch trackage rights)? wie Pee ee 8 C484 
Under construction, according to official reports and 
PAULUS GCS a eee s eae cok hoch akon Bnces vate iret te tolewae aoe 3,150 


40,584 


7 
This mileage, which we take in round figures as 40,000 miles, is very great as 


compared to the population of Canada, assumed to be something like 7,500,000 at the 
present time. It far exceeds that of the United Kingdom or France, with populations, 


respectively, of 46,000,000 and 40,000,000. It is roughly equal to that of the German 
Empire, with 67,000,000 inhabitants, and of India, with more than 300,000,000 people. 


7 
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It is only slightly behind Russia, with a very rapidly growing population of 170,000,000. 
Putting Canada alongside countries more nearly comparable, we find. that Australia, 
with an area roughly corresponding to that of Canada, has 18,290 miles of line for 
5,000,000 inhabitants. Argentina has 20,290 miles for the same population.. To take 
yet another comparison, Canada has nearly one-sixth of the railway mileage of the 
United States; it has less than one-fourteenth of the population. Evidently, judged 
by the standards of other countries, the railway mileage of Canada bears a very high 
ratio to the population. . : ! 

We may put the same thing in another way. The growth of the ieee. has 


far outstripped the growth of the population. In 1901, with a population of 5,371,315, 


Canada had 18,140 miles of railway in operation; roughly, a mile of railway for 


every 300 inhabitants. In 1911, the population had increased 34 per cent to 7,206,643, 
while the mileage had increased by 40 per cent to 25,400 miles; a mile of railway to 
every 284 inhabitants. Since 1911, the population has, it is understood, not much 
increased, but the railway mileage open and under construction has grown to 40,584 
miles. In other words, Canada has to-day, taking the present population -as 7,500,000, 
only 185 inhabitants to support each mile of railway.. Taking the four Western 
Provinces by themselves, there are only two-thirds of this number for each mile of 
railway. The United States have 400 inhabitants per mile of line; the United 
Kingdom, 2,000; Russia, 4,000. Even Australia has 274 inhabitants for each mile of 
railway; Argentina, 238. And Canada has, what none of these other countries have to 
a comparable degree, a magnificent internal system of natural waterways, which must 
always, so far as can now be foreseen, carry a very large proportion of the total trafiic. 
Of*course, if mileage be taken in relation not to population but to area; Canada, so 
far from being at the top, comes far down in the scale. But area means potentialities, 
not actualities. Population alone can supply traffic. That the railway mileage already 
built will be insufficient for the Canada of the future, we doubt not. The question 
which concerns to-day is the relation of aes mileage to the circumstances of the 
present and the proximate future. 

These facts are fundamental, and must be steadily borne in mind in any con- 
sideration of the future of Canadian railways. 


Apportionment of Mileage. 


Of the mileage owned and in operation on June 30, 1916: (1) There were in the 
hands of the Dominion Government :— 


Miles 
Intercolonial.. ... Fo eRe Bee GORE Ea eg, Fee 1,514 . 
Pomies pasatddlend Peseta t Bates Reon teeter pee 215 . 
Transcontinental iu. ican ieee aes LA Ck gree ocean eee! 
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(3) Land grants: 


_ Acres. 
By Dominion (excluding land repurchased)... .. .. .. 21,634,190 
stat SOMO OMNI LAs Swe. 5 eect cee bie eee Ae eo ss 6,388,998 
i 28,023,188 
iaiiesalesstovlune oUAtOLG oie oie a ee ye ary, ence ee OL QoG 
inidestill wae ands ACreas en he es eer ie ee ALO Tee, 


Proceeds of lands and townsites to June 30, 1916, $123,810,124. 

The company’s report for June 30, 1916, shows net proceeds from land sales as 
$68,255,803. The difference, it is understood, represents expenditure by the company 
for development projects, irrigation, hotels, ete., and, in some cases, dividends. 

The unsold lands of the company are carried in its accounts at $119,250,000. 


Summary :— 
Completed road and surveys, cost Government.. .. .. $ 37,785,320 
ashe Sista Les tht ween eee eee. k ake A. hares he oe eee ce Pole OOO psaOd: 
PECL CeO Cha oa fenye eisai, NR Sars ew ee Gb gee ena weed Dred 24. 
Total public assistance, direct and indirect.. .. .. $228,500,9251 


Further, indirectly, the Canadian Pacific has had Government aid, the value of 
which cannot be determined, such as right to take public land free for railway pur- 


poses; various loans (since repaid); certain exemptions from taxes; admission of 
original construction material free of duty; and other concessions. 


é 


Government Aid to Grand Trunk. 


According to Government reports, the roads now comprised in the Grand Trunk 
Railway Company’s undertaking have received aid as follows :— 


(1) Subsidies: 


Warmimon Governments: asso one ey cw Gis. Seg nals 2 et ose go,00" 
LEAPING RAR SCE el tin gah RAEN ler ppl PERE Cpa ee RS Fa 4,077,283 
ish UG UREVS BLY BTS pee poh RCE Se gaa ter cae acme ir a Bele ey ear R Tony 5,502,128 
$13,003,060 

(2) Loan: — 


The Dominion Government made to the Grand 
Trunk Railway Company, many years ago, a loan, 
(interest on which has never been asked for or 
Pale PoINGUN EIN FOr oe ine ieleee) < els oe tee Seah DL La GOS 


Total. . ee ee a”. 7? ee s*¢ ee *e@ . ° ee One ee ee $28,145,693 
1It must be noted that this sum is not net to the company, as it represents the gross 
receipts, while the company has expended large sums of money in irrigating a portion of the 
lands sold. As pointed out, however, the company values its unsdld lands at $119,250,000. 
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Government Aid to Grand Trunk Pacific. | 


‘ (1) Subsidies: Pe 
PRO VITCLAL Bes Xela he Pe Lea oe ke ee ee hc aE ee ee eee 
DRY CeR cc79 a7 8 Dee Panna ey sale ar giarel eM tSiper (Sati Dr Ae Aare eh 350,000 
Tiatal tie aes os tei aCe as nO Oe eee ce ee ny en 


~ (2) Other Cash Aid :— 
Under the “implementing clause” the Dominion Gov- 
ernment has paid to the Grand Trunk Pacific.. $ 6,263,716 
It has also lent upon or bought securities as follows: 
May, 1909, 4 per cent Prairie Section bonds 


boughtdate pare oe. . $10,000,000! 
August, 19138, 4 per cent damitae rire in 1998, 
bought at par.. .... -% £5;000:Q007 
Loan of 1914, ene a SEY of 87, 500, 000 of See ae: 
4 per cent bonds... ..2.% : 6,000,000 
1913-14, 3 per cent first mortgage ase or, 
a TVOMM COM DANY) 5 ae PLee Ode sia ULES tens Cee, ee 
"j Direct investment of Dominion Government.. .. .. .. $70,811,716 


Loans to the amount of $8,000,000 were authorized by Parliament in 1916, 
Advances under this authority are not here included, but are referred to subsequently. 


(3) Guarantees —The Dominion Government has also euaranteed outstanding 
bonds of the Grand Trunk Pacific in addition to those actually held by the Govern- 


ment :— 
First mortgage, 3 per cent bonds.. .. Lente a BUTE At oe etm Meat: HO aa 
f Der Cent Sterline bonds O11 969s 2.52 ce nec eh oe ee 8,440,848 ray: 
$48,482,848 
Summary :— 
: Subsidies and other cash aids: (27 "S042 fri cece. es a ONO 080 
Dominion Government investment in securities.. .. .. 64,048,000 
Dominion Government guarantees.. .. ..,. .. .. .. 48,489,848 
POG arits te, ea . $114,470,884 


The Grand Trunks ce eat ara xGituuare 
has also Provincial guarantees on bonds out- 
standing to. the amount of... 485. 25) «un js as neo Long. 004 


——$——— 


1 These securities are guaranteed by the Grand Trunk Railway Company of Canada. 


- 
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(2) Land grants: 


a 


Location. Received. Of which sold. 
Acres. Acres 
ING Vamenta ee ree e bobs woe ea ae ak Ne ead a 150,000 150,000 
APE 25. ce oa hg nak Al i Sa rte A i gle no LA I a a 402,860 
RYT Tcl amet ae fe oe cere on leu Pane tee ate Red ee Re at ae A 2,000, 000 
Manitova, Saskatchewan, -Albertaie.. G2. 0.0 ech. Po tigen Pee a 4,002,848 3,159,720 
6,555,708 3,309,720 


Amount realized from land sales, $16,603,295. 
The company appraises its unsold lands at $19,885,485, present value. 


(3) Guarantees.—As at June 30, 1916, the company had outstanding securities 
bearing the guarantee of the Dominion or Provincial Governments as follows :— 


Guaranteed by Par value. 
$ 
Wi MON OLPOADAU Ae eee eS od eek ane a v8 t's NCE he dk et EAE a rte 104,613, 247 
eromincorGL en loertare. ose. a cetsep ate hes ee EER OM one ts ata Me er OTs Panes ae oR, Cott 18,950, 361 
" ARK ALCUC WANE to aan Rocce eMC ean FSGS Se ee a oaons od ee aa 14,762,546 
" EVRA LLG OR mates Oh eer ed eR clash Ses oed ous WE RL wl io psa. hs bah eee 25,501,865 
" AUG TG ite Nets Merny a iat ena aR a, ARETE, ace sigh ike ccciee ce eis SAC ERE brace 17009, 99% 
" British Columbig.g, 6 210109 jue coke. His alow aan tee Stee wipe eto a 39,953, 124 
. 211,641,140 


The foregoing represents the bonds reported by the-company as guaranteed and 
outstanding. Provincial reports indicate that additional guarantees have been made, 
especially by Alberta and Saskatchewan. These presumably are related to mileage 
on which the guarantees have not yet been earned. Some of these projects are 
apparently in abeyance, and may perhaps be abandoned. 


(4) Loans——The Canadian Northern has had direct loans from the Dominion 
Government :— < 
~~ July, 1914, secured by mortgage... .. .. $858,166 
October, 1914, secured by deposit of $12, 500, 000 of 4 
per cent Government guaranteed debentures, in- 
eluded. insabowe MOrteagze:. si idees 4 le a 10,000,000 
ed. une, BLGeacntired spy TOTES A@e at oh cu) 6% vii scalar? 15,000,000 


‘ 


$ 25,858,166 


St FUR LS RIS 
—" 


otal séash: aid iF, So. 6S: ee eo ee ae em O Eee beige ad 
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Summary : 
Eoubsidies.. Cees 8 $ 38,874,148 
Land grants (sold, 516, 803, 295: elo cs on mortgage, 
$17,776,514). . 8 Se ret Oe ae eee ee AGE ees 34,379,809 
Cash loans Garces not being Ay E hares Opa ye 25,858,166 
‘Securities guaranteed.. .. .. .. .- $214, 641, 140 
Less Government guaranteed debentures 
: held-as collateral. wis, <. See sinw.. 12,500,000 
199,141,140 
Total public assistance, direct and indirect... .. $298,253,263 
The company has not realized par value for all the securities guaranteed; 
$60,292,700 par value are pledged as collateral security for loans, of which $100,000,000 
have been, as stated above, lent by the Government; the balance has been*lent by 
private investors. 

{ Government Aid to Canadian Pacific. 

i Some time prior to 1880, the Dominion Government undertook the construction of 
a road that was designed to be a link in a transcontinental line. In that year the Cana- 
dian Pacific Railway Company was organized for the purpose of completing the line. 
The assistance given to the company by the Government comprises the following :— 

6) Railroad handed over-—The cost of road-and surveys made by the Govern- — 
ment, and turned over to the company free of cost, was $37,785,320. 
(2) Cash aid: 
By Dominion Government to Canadian Pacific Railway 
OM DAT A etbageteeter oo a: Ue ag og bas ones lesa oS hte aud yiat aon DOM ee eae 
By Dominion Government to subsidiary companies... .. 13,129,873 
By Provincial Governments to Canadian Pacific Rail- 
WAY SONIPANY {)<cs ke coleiee eis SENN ace cdte oe Mean eaee 412,878 
By Provincial Governments to subsidiary companies... 12,016,257 
~ By municipalities to Canadian Pacific Railway Com- 
MALY oie fee Ne ara o ode Se EELS EER ROR MS pec ee Re 464,761 
By municipalities to subsidiary companies... .... .. 4,632,422 
By Dominion Government (by purchase back of land 
proniously: granted) sae. se eee ee Ee alle ata, here Oak 
$71,135,055 ‘ 
Deduct loans:stnce repaid’ :.72kc se ase eee 4.229 B74 
, Se ees 


eae rene 


° 
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ecdiesd: In the main it has had to rely throughout its history on its own resources, 
and it has had for many years to compete with heavily subsidized rivals. While it 
was the pioneer in giving to Canada railway service, its shareholders have never had 


but very moderate dividends. We have felt this should be borne in mind when 


dealing with the question of the Grand Trunk Pacific, and it has had some influence 
on the recommendations which we make later on this subject. 


Historical Development. 


The railway history of Canada has gone through three distinct phases. In the 
first period, the Grand Trunk came into existence almost entirely as the result of the 
investment of private capital. It is comparable in this respect with the private rail- 
way companies of England and the United States. 

In the second period, the Canadian Pacific was brought into existence and carried 
through its early difficulties by direct Government support and large financial 
agsistance from public funds. As a result of this support and assistance, coupled 
with the rapid growth of Canadian population and wealth, and its own wise and 
“made good.” It has raised, without 
further Government help, hundreds of millions of new capital. Its common stock, 


prudent management, the Canadian Pacific has 


which carries control of the property, represents an average of $112.50 of actual cash 
put into the property for every $100 of nominal face value. The shareholders have 
for years received handsome dividends; they have, out of operating surplus, invested 
$100,000,000 in subsidiary undertakings; they have realized $68,000,000 net from 
land sales, and they still possess land conservatively valued at $119,000,000. Against 
no part of this total value has any capital been issued. To-day the Canadian 
Pacific stands as one of the wealthiest and financially strongest railway companies 
in the world; fully able to raise, on its own credit and on the most favourable terms, 
all the new capital which will be required to meet the demands for new development 
that the future will bring. 

The Canadian Northern and Grand Trunk Pacific eee to the third period. 
Though the outward form of these two undertakings is that of a private company 
substantially they both rest on the responsibility of the Governments, National and 
Provincial. Their common stocks, which carry with them control of the respective 
properties, represent no practical cash investment, and both companies have failed to 
“make good.” They are kept going at present only through large advances of public 
money. 

We think the success of the Canadian Pacific Railway, as contrasted with the 
fact that the Grand Trunk, Pacific and Canadian Northern have had to come back 
to the Government for help far beyond that originally contemplated, points a dis- 
tinct moral. There was given to the Canadian Pacific at the outset, direct aid with 
a generous hand, and the aid was continued up to the point when the company could 
stand alone. The country knew what it was paying. Had it known how splendid a 
property it was building up, it would no doubt have ‘tipulated for some share in the 


- reversion. But even as it is, the people of Canada, in our view, have had good value 


~ 


s 
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Total Public Investment. 


We tabulate the above figures for all the companies together and add to them 
the capital of the Government railways as shown in the Government account. 


Proceeds Loans out- 


he isa é Guarantees 
ed Subsidies. oO standing 4° Total. 
lands sold. for investment. ae f 
: $ $ $ $ $ 
Canadian Northern.......... 38, 874, 148 34, 379, 809 25,858,166 | 199,141,110 | 295,253, 263 
Canadian Pacifie s:2. gs... 1104, 690, 801 POST OL. LD4e ios is. ce 2 2 le eee ee 228, 500, 925 
Grand Trunk Railway....... 13; 003-060 ee FO, 142 638e6! Soo eee 28, 145, 693 
Grand Trunk Pacific......... P20, G0 a eel eee: 70, 311,716 43, 432, 848 114, 470, 884 
Grand Trunk Pacific Branch 
WUITIOS or ee teat eter Ee SS MOSES ING SPAN Ear gt tate eet ler See Orne ane 13, 469, 004 13, 469, 004- 
National Transcontmentalb> x.) 45... aamerae |) seem anemone 45088 BIGOT a) 2o. Be aac 159, 881, 197 
PH GOTCOLONVAL so toys pect eee Lahn sole ae a ee ee TO 82345 DOTS ee ere eee 116, 234, 204 
Prince Edward Island. ...... snte (ade Whee Re ease eeeree es Q-A9DG FOOL his. veg caus aa nee 9,496, 567 
POtRIR SE TOs eee ee 157, 294, 329 158,189,933 | 396,924,483 | 256,042,992 968, 451,737 


Not counting the loss of interest for many years upon the investment in roads 
operated by the Government, it appears that for the eight systems, in which the public 
is most interested, the people of Canada, through their Governments have provided, 


over $30,000 per mile of road. But even this is not all. In addition, they 


taken the construction of other lines whose cost will be an important addition to 


this large outlay. Further, in the case of some of the companies included above, 


private lenders, who would naturally have demanded a security charged in front 


have granted great areas of land as yet unsold*and unpledged. They have under- - 


to which they have given or lent large sums of money to meet pressing needs, unlike ~ 


or guaranteed the payment of, sums totalling $968,451,737. This works out at 


of all previous investment, they have voluntarily accepted a charge ranking after 


the bulk of the private capital already put into the undertaking. 


Proportion of Public Investment. 


We pause at this point in the history to interpose some remarks on a subject to 
which we shall have to revert more at length hereafter. The above figures show that 
the Grand Trunk Pacific system, including its “branch lines” has obtained from the 
public authorities in cash or in guarantees of bonds, $12:7,939,892, out of $197,129,391? 
which is given as the total cost of the property; and the Canadian Northern has 
similarly obtained $298,253,263 out of $370,802,451, which is the maximum possible 
cash cost of the property as far-as we have been able to ascertain it. On the other 
hand, the history shows that the Grand Trunk Railway proper has received much less 
assistance than either of the other two great companies with which it is in competition. 
The Grand Trunk began as long ago as 1851, before the Dominion of Canada came 
into existence, and before the modern policies of subsidies and guarantee had been 


ae 1 Includes railroad turned over to company. 


2 As reported to Parliament, February 29, 1916. This figure includes $26,938,139 interest 


during construction. 
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for their money. In the early days of the Canadian Northern no direct aid was 
given other than a comparatively small grant of land, at the time almost valueless. — 
Since then the company has received $38,874,000 in subsidies; but this is very small 
in proportion to the direct aid given to the Canadian Pacific. Great sums of money 
were indeed guaranteed by the Dominion and the Provinces, but up to 1914 the com- 
pany apparently met its obligations from its own resources. To the Grand Trunk 
Pacific, direct aid was indeed given to a considerable extent, but the financial scheme 
mainly relied on guarantees, first by the Governments, and secondly by the Grand 
Trunk Company. We do not think the Governments, either of the Dominion or of 
the Provinces, fully realized how serious was the liability which they were assuming. 
We do not think the companies realized how serious the position would be, if recourse 
haf to be had to the guarantees. While we are not prepared to say that in no cir- 
cumstances should guarantees be given, we do feel that a policy of guarantees on a 
large scale is a dangerous policy. It is evident that guarantees have been given in 
the past without adequate appreciation of the fact that they might fall due, and that, 
_ if they did, the burden would be grave. We recommend that in future no guarantees 
be given without being taken up into the books of the guarantor as a continuing 
liability, and without some financial provision being made against the possibility of 
their falling due. 


Growth of Canadian Railways. 


Till within the last decade, Canada was (omitting the Intercolonial Railway, 
and other smaller undertakings of only local interest) served by two main systems. 
They were :— 

(1) The Canadian Pacific, stretching right across the continent, and having 
access to all important points both in the East and in the West, with control also of 
a considerable mileage in the United States, and in a very prosperous financial position. 

(2) The Grand Trunk, whose original charter dates from 1851, with a strong 
hold on Eastern Canada, and also with important United States connections. The 
Grand Trunk had always met its obligations, though over a series of years the return 
to its shareholders had been but small. Westward the Grand Trunk only extended, 
in Canada, as far as lake Huron. 

_(8) But even ten years ago, the Canadian Northern, which had started as a 
local line in Manitoba in 1896, was beginning to build up in the Prairie Provinces 
a system which, in 1906, comprised more than 2,400 miles, and which now contains 
over 5,000 miles in these provinces. The Canadian Northern had grown rapidly with 
the growth of the western country, but had always earned sufficient net returns to 
take care of its obligations. 

The Canadian Pacific had,-it will be seen, the advantage of gathering its own 
traffic for itself and of keeping it in its own hand throughout. The other two com- 
‘panies were in a different position. The Canadian Northern had to depend for west- 
bound rail traffic on what the companies in the East, one of which was a rival, 
handed to it. On the traffic which it collected in the West, it lost the long haul to 
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the East. It was not unnatural that the company should reach out to the East. | 


For the same reason it was equally natural that the Grand Trunk Company should 
. reach out to the West. And public sentiment which felt that the growth of the 
country justified and required more than one transcontinental line, undoubtedly 
sympathized with the companies’ ambitions. - 2 

The natural solution of the question undoubtedly was that the Canadian Northern 
and the Grand Trunk should join forces and construct a line from North Bay, or its 
neighbourhood, to Port Arthur. Negotiations for the amalgamation of the two com- 
panies were, we understand, actually set on foot in 1903. Unfortunately they came 
to nothing; and each company set out independently to construct into the territory 
of the other. And a very large measure of Government help was given to them both, 
with the result—hardly, we think, with the deliberately contemplated object—of obftin- 
ing not merely two but three transcontinental routes. An uninformed and unreason- 
ably optimistic public opinion undoubtedly supported this action at the time. We 
cannot, however, but feel that those responsible for the policy of the Grand Trunk and 
Canadian Northern Companies should have been wiser than the public. 


~ 


PAR es 


THE GRAND TRUNK SYSTEM. 


The Grand Trunk scheme, first put forward in 1903 under two Acts of Parlia- 
ment, both dated October 24, 1908, was for a main line right across the continent 
from Moncton to Prince Rupert. The portion of the lne east of Winnipeg was to 
be built by the Government and leased to the Grand Trunk Pacific Company for 
fifty years certain, with a possibility of renewal. The portion west of Winnipeg 
was to be built by the Grand Trunk Pacific Company, with large Government assist- 
ance. The Grand Trunk Pacific was to build any necessary branches of the system 
both East and West, and was to operate the whole. The Grand Trunk was to hold, 
and in fact always has held, the entire share capital of the Grand Trunk Pacific. 
And the Grand Trunk has had full control of the undertaking throughout. | 

~ In fairness to the Grand Trunk it should be observed that the responsibility for 
the construction of the line from Moncton to Winnipeg, now known as the National 
Transcontinental, does not primarily rest on them. The proposal of the company, 
as originally formulated and submitted to the Government, was for a line from the 
Pacific through Winnipeg as far as North Bay. Government action was responsible 
for the line being carried eastward all the way to Quebec. And the further prolonga- 
tion from Quebec to Moncton was added during the passage of the Bill through 
Parliament. 

But though the Grand Trunk did not originate the National Transcontinental, 
it accepted full liability for it: The agreement between the Grand Trunk Pacific and 
the Dominion Government provided as follows: “In order to insure, for the pro- 
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| tection of the company as lessees of the Eastern Division of the said railway, the 

economical construction thereof in such a manner that it can be operated to the — 
best advantage, it is hereby agreed that the specifications for the construction of the 
Eastern Division shall be submitted to and approved of by the company before the 
commencement of the work, and the said work shall be done according to the said 
specifications, and shall be subject to the joint supervision, inspection, and acceptance 
of the chief engineer of the company.” 

Upon this provision the Grand Trunk Pacific Company, in an official publica- 

tion “The Grand Trunk Pacific; Canada’s National Transcontinental Railway ; 


10th edition, January, 1912,” comments as follows :— 


“Since the rental payable by the company to the Government for the 
use of the Eastern Division is a percentage on the cost of construction, it will 
be observed that it is a matter of great importance to the company that this 
item ‘cost of construction’ shall be determined on the most economical - 
basis consistent with a well-built railway, in which respect the foregoing 
provision contained in the agreement fully protects the company.” 


The company, then, appreeiated that “ cost of construction” was to it a matter 
of great importance, and considered that it was fully protected by the terms of the 
agreement. But as, in spite of the right of the company to approve specifications 
and the right of the company’s chief engineer to supervise and inspect the work, 
the cost of construction of the National Transcontinental, which had been estimated 
at $61,415,000 was permitted to reach $159,881,197, the company objected to carrying 
out their bargain. And the Government, by accepting the company’s refusal and 
commencing to work the line themselves, have in effect released the company uncon- 
ditionally. The National Transcontinental is now part of the Government Railways. 
We make at this stage only two comments on what is past history: The one that 
the people of Canada have been generous to the shareholders of the Grand Trunk 
Pacific; the other that the Grand Trunk Pacific shareholders, in other words the 
Grand Trunk Company, have not shown such prudence and business foresight as 
would naturally encourage the Government to have confidence in their future manage- 
ment. ; 

The refusal of the Grand Trunk Pacific to take over the operation of the line 
from Winnipeg to Moncton, with the result that the eastern half of the intended 
through route is being operated by the Government, has implied the temporary 
failure of the complete scheme as approved by Parliament. The line west of Winni- 
peg is at present being operated under the control of the Grand Trunk, the nearest 
point of whose rails is at North Bay, a thousand miles away. It would clearly be 
impossible for the Government to permit this as a permanent policy. 


Grand Trunk Pacific Finance. 


The original scheme for financing what was then known as the Western Division 
of the Grand Trunk Pacific, that is, the entire line as now left after the Govern- 
ment has assumed the responsibility for the Eastern Division, was as follows: The 
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line was divided into two sections, the Prairie Section (914 miles) from Winnipeg 
via Edmonton to Wolf Creek, Alberta; and the Mountain Section (832 miles) from 
Wolf Creek to Prince Rupert. On the Prairie Section the Government guaranteed 
50-year first. mortgage 3 per cent bonds of the Grand Trunk Pacific, to the amount 
of $13,000 per mile. On the Mountain Section, it guaranteed similar bonds to the 
extent of 75 per cent of the total cost, whatever that might thereafter be ascertained 
to be. The balance of the cost of both sections was to be found by the issue of 4 per 
cent mortgage bonds of the Grand Trunk Pacific guaranteed by the Grand Trunk 
Company. These latter were, in effect, second mortgage bonds though not so called. 
The Lake Superior branch was built by the company from the proceeds of its own 
bonds, with the help of subsidies both from the Dominion Government and from the 
province of Ontario. 

First mortgage bonds were issued to the amount of $68,040,000, and owing to 
subsequent arrangements with the Government which it is not necessary here to 
describe, the company obtained their full par value in cash. There were also issued 
$20,169,000 of second mortgage bonds, $7,588,000 Lake Superior Branch bonds, which 
. together produced $25,734,915.81 in cash. The $93,774,915.81 proved entirely inade- 
quate to complete the system. By an Act of 1906, as amended in 1913, the Grand 
Trunk Pacific was empowered to create 4 per cent perpetual debentures to the 
amount of $50,000,000 for the purchase of rolling stock and the acquisition of branch 
lines. These debentures are guaranteed by the Grand Trunk Company and various 
amounts have been issued from time to time. On J anuary 1, 1917, $34,879,252.86 of 
them had been sold to the public, and had produced.$31,411,985.96 in cash. In May, 
1909, the Government lent to the Grand Trunk Pacific Company $10,000,000 at 4 per 
cent, charged by way of.further mortgage upon the Prairie Division, and also guaranteed. 
by the Grand Trunk Company. In June, 19138, the Government Igat to the Grand 
Trunk Pacific Company a further sum of $15,000,000, charged upon an equal amount 
of 4 per cent Prairie debentures, guaranteed by the Grand Trunk Company, and 
issued to the Government. In June, 1914, the Government guaranteed a further 
issue of not exceeding $16,000,000 4 per cent Grand Trunk Pacific bonds. Part of 
these were sold; another portion was issued and pledged to the Government as security 
for a cash loan of $6,000,000. The company has also raised $9,095,512.05 by the 
issue of $9,720,000 notes guaranteed by the Grand Trunk and further secured by the 
deposit of $14,580,000 of debenture stock. In all the Grand Trunk Pacifie Com- ° 
pany had, up to the end of February, 1916, issued securities to the amount of $179,- 
782,100.86 and obtained therefor $172,009,663.62 cash. Since that date the company 
has obtained from the Government further advances of $4,397,741.43 and the Govern- 
ment auditor has passed for payment another advance of $940,585. 

The Grand Trunk Pacific Branch Lines Company has outstanding bonds for 
$9,879,408, guaranteed by the province of Saskatchewan, and $3,589,596 guaranteed 
by the province of Alberta; a total of $18,469,004. For these bonds, $12,688,544 in 
cash has been received. , ! 

The three railway companies composing the Grand -Trunk Pacific Railway 
system (that is the Grand Trunk Pacific, the Grand Trunk Pacifie Branch Lines 
Company, and the Grand Trunk Pacific Saskatchewan Railway Company), repre- 
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sent construction expenditure, according to the report to the Government in February, 
1916, of $197,129,591. Owing to the long time during which the roads were treated 
as “under construction,” no less than $26,988,139 of this outlay is for interest. 
Since January 1, 1916, the line is officially in operation. It was open for traffic 
throughout sixteen months earlier and considerable sections were in operation at a 
much earlier period. 

The interest charges on the funded obligations and Government loans of these 
companies are approximately $7,200,000 a year. There are further debts of the Grand 
Trunk Pacific and subsidiary companies to the Grand Trunk for advances amounting 
to $26,341,040.53 and for interest thereon; 6 per cent on which, added to the other 
liabilities, brings the total interest charges of the undertaking to $8,846,544.20 a year. 
As a partial offset, the Dominion Government is under an obligation to pay, without 
recourse for seven years after completion, the interest on the Government guaranteed 
first mortgage bonds of the Mountain Section, amounting to $1,655,121.60 a year. 
Further, the system has a certain amount of net income. For the year ending 
December, 1916, the Grand Trunk Pacific proper showed net income of $1,899,052. 
This figure, however, included $600,000, rent of the Lake Superior branch leased to 
the National Transcontinental, and $1,305,741, hire of equipment. There was an 
operating loss of $922,398 on the Branch Lines. All together, in spite of losses on 
operation, the system had a net income before charges of $826,653. 
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Grand Trunk Liability for Grand Trunk Pacific. 


The Grand Trunk Railway Company stands as guarantor of the following out- 


_standing debentures and bonds issued and loans made to the Grand Trunk Pacific 


Railway Company :— 


4 per cent SerresvAPPrairienDiviSlOn sss hamcgay, seen fens) vir llae sel Sal's $10,206,000 
4 “ —B Mountain Division: AES ren ices TOE tekee eRe 9,963,000 
4 s Lake Superior Division. eer a eibteo ted ates ae ek enoteg aes 7,533,000 
4 « * Perpetual Debentures.. . DA, SH09s a Dia 
se .Secured Notes (secured by pledges ‘of 4 per cent 

debentures). xe SR omer tt am e M ses 9,720,000 

Canadian Government Loan of 1913. SEN EAE RT Me le en Bien ee 15,000,000 
y LEGO recede craves cues) gt ng store 10,000,000 

Total Suarantees= wee. +. ee Fotos Da VAs 


In addition, the Grand Trunk Relay. Cen aan at Feb- 
ruary 29, 1916, advanced to the several companies the following 
sums :— 


Grand Trunk PaciiculLarllwea ver COMMA yyeew eck es eerie $ 801,783 54 
se Branch Lines Company. ater = Loso09;, Ho 2S0 
d: “ se Saskatchewan Railway Co.. Ae 214,500 00 
st ce £6 ea See Tate sens 11,793,907 46 
Total advances.. .. , ee 26,179,728 
Total commitment of Grand Trunk Railway Company... .. .. .. .. .. $123,280,980— 


In respect: of these advances they hold the companies’ notes to the amount of’ 
$24,334,016.55. 

We estimate the present annual liability of the Grand Trunk in connection with 
the Grand Trunk Pacific system to be considerably over $5,000,000 per annum; and 
after January, 1923, it will increase to over $7,000,000. 
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° Grand Trunk Company’s Proposal, 


The Grand Trunk Company have, in the letter of their president, addressed to 
the Prime Minister and dated December 10, 1915, officially acknowledged that they 
eannot fulfil their obligations in reference to the Grand Trunk Pacific. The Grand 
Trunk Company have already obtained a tacit release from their. contract in reference 
to the Transcontinental half of the original Grand Trunk Pacific undertaking. They 
have now, by their chairman’s letter, put it on record that they are “at the end of 
their tether.” They say that it is “quite impossible for them to meet the extra 
liabilities arising from the Grand Trunk Pacific Company.” They propose to retire 
altogether from the concern; that in return for their handing over to Government 
the $25,000,000 common stock of the Grand Trunk Pacific Railway, which is in their 


possession, but for which they only paid a nominal amount of actual cash, the Govern- ° 


ment shall not only relieve them of all liability for the interest on the securities of 
the Grand Trunk Pacific and subsidiary companies, and for any deficiencies of 
operating expenses of the Grand Trunk Pacific System, but shall “repay the Grand 
Trunk Railway Company any money advanced to the Grand Trunk Pacific or its 
Branch Lines and Development Company and other subsidiary companies.” 

We cannot think that this is a reasonable proposition, or one that we could 
advise the Government to accept. What would be thought if one partner in a busi- 
ness were to say to the other: “ We entered jointly on an enterprise which we thought 
would be profitable. It has turned out the reverse. J propose that you-settle with 
the creditors, pay out to me the whole of the capital I put in, and let me retire. 
Provided I go free, I am content that you make what you can of the business.” We 
think the Grand Trunk Company cannot thus escape the consequences of its 
own action. We quite agree that the Grand Trunk Company cannot meet its Grand 
Trunk Pacific liabilities. But, if the Government is to relieve the Grand Trunk 
Company: of liabilities which it voluntarily incurred, but which it now finds it 
impossible to meet, it is for the Government, not for the company, to’ fix the terms. 


The Grand Trunk Case. 


Having regard to the great importance of this question, not only to the Grand 
Trunk and Grand Trunk Pacific Companies, but also to the people of Canada, before 
deciding what to report in reference to the present position, and what to recommend 
for the future, we gave to the management of these companies full opportunity to 
state their case. We invited them to put forward every ground on which they based 
their application that the Grand Trunk Company should be relieved by the Govern- 
ment of their obligations in respect to the Grand Trunk Pacific, and have repaid to 
them by the Government their advances to the Grand Trunk Pacific Company and 
its subsidiaries, which otherwise would be uncollectable. And we also investigated the 
physical and financial position of the companies. 
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In a letter addressed to Mr. Chamberlin, president of both companies, dated 
November 30, 1916, we wrote as follows :— 


“Before. looking into the Grand Trunk Pacific history from a_ parlia- 
mentary standpoint, I would like to have the company’s own statement so as to 
make sure that no injustice will be done it. 

“Will you please write, or have Mr. Biggar write, giving the history of 
the project, and the underlying motives and objects to be served, as the company 
understood them, and say to what, if to any extent, the company was prevented 
or hindered in carrying out its programme? If Mr. Biggar has a series of draft 
Acts showing changes from time to time made before the adoption of the final 
Act that probably would be helpful.” 


To this letter Mr. W. H. Biggar, K.C., general solicitor for both systems, in 
a letter received by us on December 12, replied as follows :— 


} Inception of the National Transcontinental. 


“The construction by the Grand Trunk interests of a line into the western 
provinces appears to have been first suggested by Mr. Hays to the late Sir 
Charles Rivers Wilson, then president of the Grand Trunk, early in 1902. The 
correspondence between these two officials clearly shows that the chief purpose 
was the construction of a line to connect the Ontario lines of the Grand Trunk 
with the western provinces. The general outline of the scheme having received 
the approval of the directors of the Grand Trunk in London, Mr. Hays, on 
October 23, 1902, submitted it to Sir Wilfrid Laurier, then Prime Minister. 
On November 3, 1902, probably at the suggestion of Sir® Wilfrid Laurier, a 
memorial was addressed to him signed by the late Mr. Hays and the late Mr. 
Wainwright. The following extracts from that memorial show what was con- 
templated :— f : 

“¢ Your petitioners desire to memorialize your Government in regard to 
the construction of a first-class line of railway from the northern terminus 
of the Grand Trunk Railway at, or near, North Bay, Ont., through to the 
Pacifie coast, for the reasons and upon the conditions herein set forth :— 

“¢First: That it is considered very desirable and in the public interest 
that there should be, without any unnecessary delay, a second transcontinental 
railway reaching from the Atlantic ocean to the Pacific ocean, in order that 
additional facilities may be provided for the large and growing business of ° 
the Northwest, which might otherwise find its outlet through American 
channels. 

“¢ Second: That your petitioners propose, as soon as authorized by your 
Government, to undertake the construction of such a line from North Bay, 
Ont., or some other point north thereof, to be defined, to the Pacific coast, 
the terminus to be at or near Port Simpson; with all necessary branches 
along the route, to be designated. 

“<¢ Third: That your petitioners therefore ask that their applicatien for 
authority to construct such a line of railway to be called the Grand Trunk 
Pacifie Railway shall be granted. 

“<«BWiehth: That in order to provide for connection with the Atlantic 
seaboard, all the year round and through an all-British territory route, your 
petitioners will be prepared to enter into an arrangement with the Govern- 
ment for an interchange of traffic or other satisfactory agreement with the 
TIntercolonial Railway at Montreal, or such other proposal as the Govern- 
ment may submit. 
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“<Ninth: That your petitioners would have the advantage of all the 
eastern connections, in Ontario and Quebec, of the Grand Trunk Railway, 
and by this means (on the completion of the transcontinental line) there 
would be established and opened up a compiete system from ocean to ocean.’ 

“Shortly after this memorial was presented, Mr. Hays instructed that 
notice of an application to Parliament. for an Act to incorporate ‘The Grand 
Trunk Pacific Railway Company’ be prepared and published. I inclose a copy 
of the notice marked ‘A’ In accordance with an apparent understanding 
between Sir Wilfrid Laurier and Mr. Hays that notice was, before publication, 
submitted to and approved by the then Minister of Justice, now Chief Justice 


of the Supreme Court of Canada. Subsequently the Bill, a copy of which - 


marked ‘B’ is also inclosed, was prepared and forwarded to the Clerk of the 
House. In the early months of 1903, conferences were from time to time held 
between Mr. Hays and Mr. Wainwright on behalf of the company and Sir 
Wilfrid Laurier and members of his Cabinet, as a result of which Mr. Hays 
was asked to have the Bill amended to provide for the construction of a line 
from North Bay to Quebec. Not only do I personally know this to be the fact, 
but it is corroborated by a letter written to Sir Charles Rivers Wilson by 
Mr. Hays on March 16, 1903, in which he stated that ‘at the request of the 
Government we have amended our Grand Trunk Pacific charter taking powers 
to build a line from Quebec to North Bay.’ I inclose a copy marked ‘©’ of the 
notice published in accordance with that undertaking. When the Bill first 
came up for discussion before the Railway Committee of the House of 
Commons, such strong opposition developed that practically no progress was 


“made at that meeting nor, in fact, at several subsequent meetings of the com- 


mittee. While the Bill was thus under consideration, several members from 
the Maritime Provinces insisted that the eastern terminus of the line should 
not be Quebec but a point in the Maritime Provinces. So strongly was this 
view pressed that in the end the Government acquiesced and directed that 
the Bill be further amended to include the construction of ‘a line from Quebec 
to Moncton. I attach, marked ‘D,’ a copy of clause 13 of the Bill reprinted 
by direction of the committee to give effect to this. Moncton was decided 
upon as a compromise, regard being had to the fact that both Halifax and 
St. John could be reached from there by the Intercolonial. As you will see, 
this clause as reprinted authorized the construction of branch lines to Fort 
William or Port Arthur and to North Bay. During all this time negotiations 
were still being carried on between the Government and the representatives of 
the company regarding the extent of and the terms upon which the Govern- 
ment should aid in the construction of the line. These resulted in the agree- 
ment of July 29, 1903, a copy of which forms the Schedule to Chapter 71 of 
the Statutes of 1903. The facts herein stated, and the enclosures, show how 
the scheme as first outlined by Mr. Hays came to be so materially changed. 
That his original intention was not carried out was, to my personal knowledge, 
not due to a change of view on his part but because he came to the conclusion 
that the Government aid essential to the construction of any Grand Trunk 
Pacific line could only be secured upon the terms set forth in the agreement of 
July 29, 1903.” 


It is not necessary to reprint the exhibits referred to in Mr. Biggar’s letter. They 


: 


fully establish his statement that the original advertisement, the draft Bill, and the — 


notice of intention to apply for the Act, were all merely for the construction of a line 


from a point at or near North Bay, in the province of Ontario, and thence westerly. 


But Mr. Biggar’s own letter shows also that the Grand Trunk Company, however 
reluctantly, did accept, as the only consideration on which they could get authority 
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and assistance to construct and operate the Grand Trunk Pacific line from Winnipeg 
westward, the obligation to operate also the line from Winnipeg eastward. But this 
point is not of importance, as the company has, in effect, been released from the 
obligation that it assumed. 

Mr. Biggar, however, confined himself to the Transcontinental section of the 
original scheme; and his letter contained no reply to our request for a more general 
statement as to the whole project, its motives and objects, and the manner in which 
the company hight have suffered hindrance in carrying out its programme. We 
accordingly addressed a further communication to Mr. Chamberlin. 

In a letter to us dated January 30, 1917, he wrote as follows :— 


Letter from the President of the Grand Trunk. 


“Tn replying to the first question asked in your letter ‘as to the effect on 
the Grand Trunk proper of the loss of the $25,000,000 investment,’ it is perhaps 
necessary to repeat to some extent what has already been said from time to 
time on the subject. 

“The advance to the Branch Lines Company—every dollar of it—repre- 
sents money paid by the Grand Trunk in order to complete the lines, the bond 
issues having been found insufficient for the purpose, together with interest 
accruing. ‘These branch lines were intended to be, and have been, important 
feeders to the parent company, the present financial position of which would 
have been much worse than it is had they not been constructed. 

~ “The Grand Trunk Railway Company having furnished the money neces- 
sary to complete these lines would naturally look upon the confiscation of its 
investment as a crime. The money was put into it in good faith, in the belief 
that the Grand Trunk Pacific was largely a national undertaking. That the 
railway has turned out so far not to be a success is no fault of theirs, but can 
be attributed directly to the action of the Government in subsidizing competing 
lines and in many ways enormously adding to the cost of construction. There 
is not a shadow of doubt that had the course subsequently followed by the 
Government been known when application for the Grand Trunk Pacific charter 
was made, that road would never have been built. ; 

“These are the facts as understood by the Grand Trunk directors and 
shareholders. 

“The repudiation of this legitimate indebtedness in any arrangement made 
with the Government would not only injure the Grand Trunk Company’s credit, 
but might induce a spirit of hostile criticism on the part of investors in Grand 
Trunk securities in London and New York that might easily react upon the 
eredit of the country. | 

“The foregoing remarks apply also to the advances to the Saskatchewan 
Railway. 

“The Grand Trunk Pacific Development Company was organized with a 
view to obtaining, for the Grand Trunk Pacific Railway, terminals and town- 
sites, in order to induce settlers to take up land on the line of the railway. 
The whole of the common stock was owned by the Grand Trunk Pacifie Rail- 
way Company. The enterprise was an endeavour to do at our own expense 
exactly what in the case of the Canadian Pacific and Canadian Northern Com- 
panies had been provided by the Government by giving land subsidies. The 
money advanced by the Grand Trunk Railway Company would have been repaid 
had it not been for the collapse of land values in the West, owing to the cul- 
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mination of the boom in real estate. The eet of the company are owned by 
the Grand Trunk Pacific Railway Company, and the operations of the Develop- 
ment Company accrue entirely to its benefit. 

“To the second question asked as to the effect on the Grand Trunk proper 
should the operation of the Grand Trunk Pacific be left as it is and the former 
not be relieved from its guarantees, there can be only one answer: it would 
mean a receivership for the Grand Trunk Company, carrying with it the 
destruction of its credit for some time to come and the impairment of the credit 
of the whole Dominion. 

“T can hardly add anything to lend additional force to the remarks already 
made in order to indicate the justice of our claim. If we have been guilty of 
too much optimism in the inception of the scheme, does not the same criticism 
apply to the Government which subsidized a railway system to compete with 
us, its success being dependent entirely upon a large influx of settlers in the 
West? While this expectation has not yet been fulfilled, it is not unreasonable 
to hope that it has only been deferred, and that eventually the Grand Trunk 
Pacific Railway system will prove an excellent national asset.” 


Mr. Chamberlin’s letter in effect charges bad faith, unless the demands made by 
his company are acceded to by the country. ‘ Confiscation,” “ crime,” “ repudiation 
of legitimate indebtedness,” are grave words to be used by the president of a great 
company in an official communication referring to the action of the Government. The 
matter could not rest there. A serious situation was created, and one which in our 
view could not rest on mere affirmation or unsupported opinion. 

Tf the company has been taken advantage of, or in any way deluded or defrauded 
by the Government, the fair name of Canada requires immediate redress. On the 
other hand, the country ought not to be called upon to accept, on the ground of good 
faith, a large loss and responsibility, unless this ground is well established. We 
accordingly arranged to hold a viva voce examination. — 


Hearing of Grand Trunk Officials at Montreal. 


On this occasion, Mr. Chamberlin was given every opportunity to disclose all the 
grounds on which, as a matter of fairness, the Grand Trunk ought to be relieved of 
its obligations. No such case has been made out. Still less a case of “repudiation 
of legitimate obligations.” 

We have reprinted in full in Appendix “B” to this report, oie Chamberlin’s 
evidence. In reference to the National Transcontinental, two new points were raised: 
(1) That the statutory obligation to route ocean traffic from and to the West via Cana- 
dian ports rather than via Portland is injurious to the Grand Trunk, and (2) that 
the delay in the completion of the western portion of the Transcontinental and the 
absence of a connection via North Bay caused the Grand Trunk to lose valuable 
traffic which they might have had in the years of heavy business before 1914. The 
answer as to (1) is that the company accepted the obligation when it took its Act, 
and that they have never so far asked to be relieved of it. In respect of (2) there is 
no ground for holding that the Government undertook any obligation to the company 
which it failed to carry out. There was indeed a provision in the National Transcon- 
tinental Act of 1904 that the Government should go construct the railway that the 
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section between Winnipeg and Quebec and that between Quebec and Moncton should 
be completed as nearly as practicable at the same time. But this was a statutory 
public obligation and confers.no contractual right on the Grand Trunk Pacific Com- 
pany. Jt may well be that in this and in other respects the Grand Trunk failed to 
procure the insertion in its agreement with the Government of stipulations which 
prudence would have recommended. : 


Grand Trunk Pacific Case. 


In respect to the Grand Trunk Pacific proper, Mr. Chamberlin rested his case 
on the following main grounds: (1) That the Government had, in effect, gone into 
partnership with the Grand Trunk Pacific and that subsequently it had by subsidies 
and guarantees enabled a rival (the Canadian Northern) to come into existence; 
and that this action of the Government was, in view of its position as partner with 
the Grand Trunk Pacific, tantamount to bad faith; (2) that the simultaneous con- 
struction of the Canadian Northern in the same territory greatly enhanced the diffi- 
culty of obtaining labour, doubled its price, and also prolonged the period of con- 
struction; (3) that a new duty on steel rails was imposed after the Grand Trunk 
Pacifie Act was passed, and that this added $5,000,000 to the cost of construction. 
' Mr. Chamberlin reiterated his strong belief, that his predecessors would never. have 
gone into the scheme, had they known that they would be exposed to Canadian 
Northern competition. 

As to (1) we cannot for a moment accept Mr. Chamberlin’s contention. The 
Government was and is a government, not a mere private partner; and it retained . 
and retains all the attributes of a government, including the power to charter new 
railways. We cannot suppose that the management of the Grand Trunk were 
ignorant of this fact when they took the Act constituting the Grand Trunk Pacific 
Company. Seeing, moreover, that the Canadian Pacific Railway Company had 
obtained special statutory protection against certain competition, we can hardly 
believe that their attention was not directed to the matter. Whether they applied 
for a similar protection and failed to obtain it, or whether they determined that it 
was useless to apply, we know not. But the point is not important. It is clear that 
the Government was entirely entitled to do what it did. (2) This no doubt was a fact, 
which was disadvantageous to the Grand Trunk Pacific; but the company took this 
risk, as it took other business risks, when it promoted its enterprise. (38) In this 
case also it is clear from the correspondence between the company and the then 
Prime Minister, exchanged in the autumn of 1905, that the Government in no way 
broke faith with the company. The Bill for the Act imposing the duty was intro- 
duced three months before the agreement between the Government and the company 
was signed.” The company must therefore have been aware of the Government’s 
intention, and it must be held to have taken its agreement, containing no provision 
for exemption, with full knowledge of this intention. According to the correspond- 
ence, the Prime Minister believed in 1905 that the question of a duty on rails had 
been more than once discussed at the time of the inception of the scheme; Mr. Hays, 
for the Grand Trunk Pacific, believed it had never been discussed at all. 


“ 
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The Commission’s Conclusions. 


Our inquiry has fully satisfied us that the Grand Trunk management was con- 
tent at the time with the arrangement made; that it deliberately took its business 
chances, and proceeded with the undertaking. On the evidence there is nothing 
whatever to justify any charge of lack of fairness or good faith on the part of the 
Government in its dealings with the company. We have no hesitation in saying 
that, neither legally nor morally, have the promoters or shareholders of the Grand 
Trunk Pacific Company any basis for a claim that the country shall make good the 
Grand Trunk’s mistaken investment in the Grand Trunk Pacific. Any aid given 
to them must be looked upon not as a matter of obligation but as spontaneous bounty. 

The question is really so left by the Grand Trunk officials themselves. The 
record reads (page 176), as follows :— 


“Sir Henry Drayron: Doesn’t it really come down to this, that the state- 
ments in your letter mean that in your view, in order to protect the finances of 
the Grand Trunk, and as a corollary to protect the finances of the country, the 
Government ought to relieve the Grand Trunk in regard to its investment; 
isn’t that the whole thing? 


“Mr. CHAMBERLIN: That is the whole thing? 
“Sir Henry Drayton: There is nothing else to it? 
“Mr. CHAMBERLIN: Nothing else.” 


The Parent Grand Trunk Company. 


We.turn to the position of the parent Grand Trunk Company. The proposal of 
its chairman is that, after they have been permitted to wash their hands of their 
Grand Trunk Pacific venture, they shall revert to their old position of a local road 
in Eastern Canada. We cannot think that this is in the interest of the country. We 
cannot accept the chairman’s view that on these terms the company would be “able 
to fulfil the ever-increasing demands of the public bodies”’ We do not think that 
“the credit of the Grand Trunk Company,” weakened as it’ must be by its Grand 
Trunk Pacific failure, could be “so maintained as to render possible the raising of 
fresh capital as required.” The financial management of the company is not such 
as to inspire confidence. A few weeks after the chairman’s letter acknowledging that 
the company could not meet their Grand Trunk Pacific liabilities—with short term 
notes, issued to make advances to Grand Trunk Pacific companies, which those com- 
panies evidently cannot meet at maturity, outstanding to the amount of $25,000,000— 
the Grand Trunk Company paid away $2,500,000 in dividends. And the accounts 
‘for the same year, 1915, contain under the head of “capital expenditure” this 


entry :— 
“Discount and commission :— 
Mees Sed. 
On. sale of 3-year “5. per ‘cent. notes. 47.0 0. de ; 22,488 95) 8 
On sale of 5-year 54 per cent’ notes... (. s....0.. 104,371 11 °°7 


126,809 16 10” 
(Say $608,604) 
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Grand Trunk Maintenance Expenditure. 


Further, the Grand Trunk railway has not been and is not being adequately 
maintained. No depreciation fund has been created for equipment. Mr. Chamberlin’s 
view, as shown by his evidence, is that 5 per cent on the cost of the equipment ought 
to be annually charged under this head. He says:— 


“Take engines and cars, they are either worn out or out-of-date in twenty 
years.” 


This item, according to his evidence, would have required an annual sum of 
$2,750,000. He also states :— ; 


“Tf we had $25,000,000 now, it would put us in fine shape.” 


The vice-president in charge of operation, Mr. Kelley, has direct responsibility 
for the plant. On Mr. Chamberlin’s evidence being put to him, he agreed with it. 
He has since submitted to us a full report on the question of deferred expenditure. 
“Deferred expenditure” means, in plain English, expenditure which has not been 
made, but which, in view of those charged with the duty of maintaining the plant, 
ought to have been made. 

We give below Mr. Kelley’s summary in tabular form, but we do not think it 
necessary to reproduce all the supporting tables. 


i 
GRAND TRUNK RAILWAY SYSTEM—SUMMARY OF DEFERRED PXPHNDITURES. 
Rebuilding and reinforcing freight car equipment... .. .......... $ 8,948,971 14 
Rebuilding freight and passenger cars with safety appli- 
- anices— . 
TMS AORUINIAILE 21000 odes p Side lela ete > ocd ecas oe trek. $800,720 60) 
CACY Vit KIO TIGUG «gw oe a eile lo one eS A 8 eT ah ee ae OD O89 
Balance to -be ,expendied s+... wee ee Fe Ue ee $ A518, 5:0'L  6iL 
Equipping engines with safety appliances— 
Opie inal estimate soc). or al. CO > ofa dca ne ee na deh Re Oh 27828 O00 
PAPO Ya XP NCTUCLCUN Gus oar ets a e's 1 ee Marelve eltstsinele nore t lotta 5153 68 
BAIARICe IUD DO EXDECTIOC OM sien switce sy Laiah wigh bes ees ayauul dt ae 17,274 32 
Deferred renewals in Maintenance of Way Department— 
prea ee eo as ae co AOS ho a ce a ce Se wee ka) Gy OT DOA (2 
Hi pan QT UOC ss LOS are au Wen ier een cok esse el et ere.) sramnereitn els 5,5I78, 9 216) 
——————_ § 1/1, 7161, 51918 0-0 
PO ee ee Teh etn ole here otcoi svern Cu trevemic « naaretteen cutee ole Olea Si Sail Oe 


MONTREAL, March 5, 1917. 


On the single item of “rails” the “cash expenditure required to restore normal 


conditions” is reported as $5,312,142. The cost of restoring ballast to normal con- 
ditions is reported as $2,434,000. 

With reference to the deferred renewals in Canada amounting to over $6,000,000, 
it appears that they have accumulated during eleven years, 1906-16. During this 
period, in spite of the requirements of the property, and the claims of public safety, 
$36,000,000 were paid out in dividends. 
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Grand Trunk Capital Expenditure Required. 


The $21,000,000 dealt with above represent the money which the responsible 
officers of the company estimate to be required to put the existing plant into good 
normal condition. This is a revenue liability. But the existing plant is quite 
inadequate for existing traffic and requires large additions, for which new capital 
must be raised. The estimates of necessary capital expenditure submitted to us are 


as follows :— 
‘Requirements. for rolling stock, shops and machinery... . oe ee $ 216,150,000 
automatic block signals (main Jinie in Canada only.) . a 38, 51318 ,0.0'0 
ss installing rock ballast crushing plant... ..%.. .... .. 4'6'7 51010 
Toadies Sorat, tat ee a ee Wee hE SCTE Rane Catee ee Ceti 


Putting together revenue and capital expenditure, we find that the Grand Trunk 
Railway, in the opinion of its own officers, requires over $51,000,000 spent upon it to 
put it in a position to meet the requirements of its to-day’s business. We see no 
reason to expect that under existing conditions this necessary money will be 


provided. 


Effect on Canadian Business. 


The effect on the country’s business of deficient railway facilities is very serious. 
It is best shown in a period of stress, whether this stress is due to traffic congestion 
or is the result of bad weather conditions. February last gives a good example. The 
traffie was very heavy; embargoes were the rule and not the exception; weather 
conditions were worse than usual even in winter. The Grand Trunk had handled 
over the lines in its Ontario district in February, 1916, 318,532 cars. Last February 
it handled only 195,120. In its Eastern district in February, 1916, the company 
handled 210,914 cars; and in February of this year only 109,567 cars. This failure 
has occurred at a period when the demands on the country for food supplies, muni- 
tions of war and other articles used by the Allied armies, are extremely heavy. The 
situation is one which calls loudly and insistently for an immediate remedy. 

In fairness to the Grand Trunk, it should be pointed out that congestion 
inevitably causes a falling off in the volume of traffic handled. Cars which are 
insistently required for the necessities of life, such as coal, perishable foods, live 
stock—and under present. circumstances munitions—have at all hazards to be got 
forward. This necessitates greatly increased yard-work and switching. Preferential 
treatment of any one class of traffic always retards the general movement, and so 
adds further to congestion. 

The Canadian Pacific is a well organized line. Its movement also fell off in 
Eastern Canada. Its two districts probably most nearly comparable to the Grand 
Trunk’s Eastern and Ontario lines are its Ontario and Quebec districts. In 
February, 1916, the Canadian Pacific handled in its Ontario district, 92,255 ears, 
and in 1917 only 80,414 cars. In its Quebec district it. handled, in February, 1916, 
130,045 cars, and in February, 1917, only 96,464 cars. The resultant percentage 
decreases are for the Grand Trunk in its Ontario division 39-37 per cent, and for the 
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Canadian Pacific Railway in its Ontario district 15-58 per cent. For the Grand 
Trunk in its Eastern Division, and for the Canadian Pacific in its Quebec district, 
the percentage decreases are 48-5 per cent and 25-82 per cent respectively. 

At a later page of this report we refer in another connection to the fact that the 
Intercolonial has no terminals of its own at Montreal, but uses those of the Grand 
Trunk. The congestion of February was more a terminal congestion than a rail 
congestion, and the Intercolonial business out of Montreal was directly affected by 
the congestion of the Grand Trunk terminals. The Intercolonial movement in the 
First Division out of Montreal in February, 1916, amounted to 25,446 cars, and for 
the same month in 1917, to 15,628 cars, a percentage decrease of 88-58 per cent. The 
Intereolonial system, however, as a whole, had a movement, in February, 1917, of 
51,311 cars, as compared with 66,510 cars in February, 1916, a percentage decrease of 
only 22-85 per cent, while the Grand Trunk for its entire system handled, in 
February, 1916, 652,358 cars, and in the same period in 1917, 402,183 cars, a per- 
centage decrease of 38-35 per cent. 


Commissioners’ Recommendation. 


The Grand Trunk Company’s Board of Directors is 3,000 miles away. We can- 
not think that the state of affairs which our investigation has disclosed could have 
afisen, had the Board been on the spot. We are forced to the conclusion that the 
control of an important Canadian company should be in Canada. But this cannot 
be secured as long as the Grand Trunk Railway is owned by shareholders in England. 
We have come to the conclusion, therefore, that the control, not only of the Grand 
Trunk Pacific Company, but also of the Grand Trunk Company of Canada should 
be surrendered into the hands of the people of Canada. We recommend that the 
chairman of the Grand Trunk Company be informed, that it is only on this con- 
dition that the Government is prepared to relieve his company of the obligations which 
it has incurred in respect to the Grand Trunk Pacific. We recur later on in this 
report to these two companies, in order to set out our recommendations as to their 
ownership and management in the future, and as to the terms to be offered to the 
Grand Trunk shareholders. 


: dete atl baal Bl bale : 
THE CANADIAN NORTHERN SYSTEM. 


The system now known as the Canadian Northern began with the acquisition 
by Messrs. Mackenzie and Mann, in the year 1896, of a charter which had been 
granted in 1889 by the province of Manitoba to the Lake Manitoba Railway and 
Canal Company. The charter was for a line, 123 miles in length, from Gladstone 
on the Canadian Pacific to Winnipegosis. Construction was promptly begun, and 
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the line was opened in January, 1897. In the same year, 1897, Messrs. Mackenzie 
and Mann began to construct a line from Winnipeg to Port Arthur, known as the 
Manitoba and South-Eastern. Shortly after they constructed also the Winnipeg 
and Great Northern. ‘ 

These three companies among them received land grants of 4,000,000 acres, and 
their bonds were largely guaranteed by the province of Manitoba. 

In 1899, the Lake Manitoba Railway and Canal Company and the Winnipeg and 
Great Northern Company were amalgamated as the Canadian Northern Railway 
Company. 

Thereafter, by leases, by absorptions, and by new construction, the Canadian 
Northern system grew fast in both directions, eastward and westward. As a system 
it never has had, nor has it to-day, any corporate existence. It was held together 
by stock ownership. The whole of the common stock of the Canadian Northern 
Railway Company itself was held by Messrs. Mackenzie and Mann. In the case of 
the affiliated companies the stock was held sometimes by the parent company; some- 
times by Messrs. Mackenzie and Mann in their own names. 

Throughout the history of the Canadian Northern construction, the company has 
depended on public aid, direct or indirect. The development in the twenty years since 
1896 has gone through four distinct stages, though chronologically the stages overlap to ~ 
a considerable extent. In the first stage, the company relied on Provincial guarantees. 
As it grew larger and more ambitious, it invoked and obtained aid from the Dominion. 
This was the second stage. In the third stage, the company, having become better 
known, raised large amounts, by the issue of Perpetual Debenture Stock, and later of 
Convertible Income Debenture Stock, on its own credit. At no period, as far as we 
have been able to ascertain, has any actual cash been obtained from the gale of the 
common stock, either of the parent company or of the constituent or subsidiary com- 
panies. With the exception of a French issue of $4,000,000 in December, 1911, practi- 
eally all the Canadian Northern money obtained by public subscription has been 


raised in London. 


Canadian Northern Position in 1914. 


In the fourth and last stage, in 1914, with heavy interest payments to be made 
and large construction contracts still open, the company: found its own resources 
insufficient. It reported that it required $100,000,000 to complete and equip its 
system; that 1t could raise on its own account $58,000,000; and it appealed to the 
Government to find the balance. 

"The Government thereupon guaranteed an jssue of $45,000,000 of 4 per cent 
First Mortgage Debenture Stock. Of this issue, $14,600,000 was sold in Landon at 
914 in July, 1914; and $2,433,333 at 91 in February, 1915. There have been handed 
back to the Dominion Government $12,500,000 as security for a cash loan of $10,000,000. 
The remainder (except $133,333 unissued) has been pledged as security for loans in 
New York. The total proceeds in cash from those sales and pledges were $36,759,265. 
This sum having proved insufficient, in May, 1916, the Canadian Northern obtained 
from the Government a further loan of $15,000,000 at the rate of 6 per cent repay- 


“ RAILWAY INQUIRY COMMISSION XXXVii 


SESSIONAL PAPER No. 20g 


able on demand, to be used either for construction or to meet interest obligations. 
In addition, the Government undertook in September, 1915, to lend to the company 
the money necessary to pay interest either to the Government itself or to the public 
on the $45,000,000 debentures. And to date, $1,756,000 have been advanced for this 
purpose. 

It will be observed that the first appeal to the Government was some months 
before the war. No doubt the stringency of the money markets of the world at the 
time made it more difficult than it otherwise would have been for the company to 
sell its securities. But that was not all. There was a further cause intrinsic to the 
company itself. It had gone ahead too fast and had undertaken various expensive 
schemes, which could not possibly carry themselves from the outset. The Canadian 
Northern Pacific, the Canadian Northern Ontario, and the Montreal Terminal especially 
implied very serious commitments. And the Prairie system which was self-supporting 
and yielded a profit, was not sufficiently developed to carry this weight. 

The war, which at the outset paralyzed, the business of the country, and which 
has practically closed the markets of the world to the issue of permanent securities, 
other than Government loans, for an indefinite time to come, further aggravated the 
situation. The company, when it applied to the Government early in 1914, reckoned 
on selling its $45,000,000 guaranteed debentures for $42,000,000. In fact it has only © 
obtained from them $36,759,265 in cash. It reckoned that other securities which it 
had to sell would bring in $58,000,000; but many of them it has not been able 
to sell. At present the company is living from hand to mouth, and is nominally 
borrowing from the Government to pay interest on the Government’s own loans. 


Canadian Northern Annual Report for 1916. 


The report to shareholders for the year ending June 30, 1916, appears to show 
that, after paying working expenses and fixed charges, the company has a deficit of 
only $248,127. But this report does not disclose the fact that more than $5,400,000 
were paid for interest and charged to capital as part of the construction cost of a 
system which was all but completed. / 

According to an estimate submitted to us by the company the fixed charges for 
the year ending June 30, 1917, will be $16,539,638. Of this the Dominion and British 
Columbia Governments have undertaken to pay $4,514,507 under certain agreements. 
This leaves the company to find out of net revenue about $2,500,000 more than it had 
available this year. An income of $2,500,000 net implies an increase of at least 
$9,000,000 gross. The company itself does not venture to ucee a greater increase 
of gross than $7,000,000. 

The above agreements to pay interest are only for two and three years respectively. 


In the year ending June 30, 1920, the Government contributions will have fallen to 
$627,000 and the following year they will have ceased entirely. The company’s estimate 
for the year ending June 30, 1921, is that they will then have fixed charges amounting 
to $18,300,000. And this burden they will have to bear unaided. To carry it they would 


1This includes the interest amounting to $2,210,000 on the new capital estimated by the 
company as necessary to be spent in the five years. This estimate we regard as quite inadequate. 
If so, the fixed changes will be SRS enone increased. 
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need (assuming working expenses at the very moderate ratio of 70 per cent), a gross 
revenue of $61, 000,000. We cannot think it safe to assume that any such result a 
actually be attained. 


Canadian Northern Estimate in 1914. 


Without desiring to cast any reflection on the Canadian Northern Company, we 
‘think that those responsible for its management have taken, and still continue to 
take, an unjustifiably sanguine view of its possibilities. In 1914, when the company 
was applying to the Dominion Parliament for the guarantee of $45,000,000 debentures 
to complete the undertaking, it submitted an estimate for the three years, 1916 to 1918, 
by Mr. Hanna, vice-president of the company, on what was described as “the very 
conservative basis of the percentage increase for the past five years.” The company 
added that “inasmuch as a part of the mileage has been disconnected and confined to 
a local short-haul business, operation as a united trunk line system should result in a 
much greater per mile revenue.” 


We reproduce this estimate below :— 


For the year ending June 30. 


1916, 1917. 1918. 
$ $ $ 

CREO SOREN ITIVE = Say ces Oo teen man es Deca o eRe ion Uee - ..} 54,000,000 | 61,000,000 | 67,000,000 
Onerating expenses .),.\,./..-can 4 eae ee kets ONE aight unis ai aener Ne 38, 880,009 | 48,300,000 | 46,900,000 
UN GROAININ GA or A hoo cc alee ome Ware ly chee Duce ty eee Sev eekly seus) Op LeU, 000 4 Thi eO0, CUUn! 220, OOL tie 
Fixed charges, ee interest on securities; at present applied 

TIM MIC TAT, vs ots Shs sistem Pasae batch 4 ald CFEC AUN Hee tytn oat 12,607,115 | 14,019,615 ; 14,807,115 
PVE PLUS < were ous ea Menkes RSC Saag Pea pany a ry Ese da ae Se ee SOE 2,512,885 | 3,680,385 5, 292, 885 
Less interest on 5 per cent*income debenture stock ............ 1, 250, 000 1, 250, 000 1, 250,000 


1, 262,8%5 | 2,430,385 4,042, 885 


& 


This estimate showed a margin, after paying $1,250,000 per annum on the 5 per 


cent Income Debenture Stock, “or $1, 9,621,000 in 1916. P 


The estimate was :— 
et errse Garnines he sss oa Pe ee ee $54,000,000 
INGD GATING: 5, 0S etka eee ne sue eee cae eine nee eo ere Cs Le 


The facts have been :— 
Gross CAYNINEGS .t. 2a! 25 1S li Ee a eee eg ne a OE OG CHO 
IN Cte CA IVINS hhc Mee ia LeU aoe ote eet ae Oe, re Le 9,373,000 


And there has been a bumper harvest and it is acknowledged that the war has 
increased rather than diminished traffic. A further fact has been that for the year 
ending June 30, 1916, after passing the interest of $1,250,000 upon the $25,000,000 
Income Debenture Stock, and after charging against capital interest to the amount of 
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$5,445,389 (less $878,166 paid by the Government under its guarantee) in respect of 
“lines under construction,” the company was still $248,000 short of the money required 
to meet its bonded indebtedness. 

We appreciate that circumstances which could not have been foreseen in the 
spring of 1914 have arisen to upset the estimates then made. The money was not 
immediately forthcoming. The full amount estimated as necessary was not obtained, ° 
and the terms were more onerous. Prices have gone up. Labour has been scarce 
and dear. The expected immigrants have not come. The-company has sold its ocean 
steamers. The system, even to-day, is not in the condition that was in the minds of 
the company’s officers when the estimates were made. 

But making all possible allowances, we think that those responsible for the 
estimates of 1914, upon which Parliament acted, have incurred very serious responsi- 
bility. 


Canadian Northern Estimate in 1917. 
In January last the company submitted to us an estimate for the five years, 


1917-21. This was as follows :— 


_| Year cnding} Year ending| Year ending| Year ending| Year ending 
— June 30, June 30, June 30, June 30, June 30, 


1917. 1918. 1919. 1920. 1921. 

 §$ $ $ $ $ 
VOR eT OMe) 206 eet SG aii ceili ae as 42,590,000 | 48,185,000 | 55,410,000 | 62,300,90C | 68,460,000 
Operating expenses ....... En Uae, eet, 31,090,009 | 34,790,000 | 39,895,000 | 44,200,000 | 47,920,000 


—>—_ | —— 


11,500,000 | 13,395,000 | 15,515,000 18, 100, 000 20,540, 000 


The estimate submitted to Parliament by the company for the year to June 30, 
1917, was :— ; 

CUT lech ite ci cakaiale CRN eee siege sore eke Wi erw me POL OO, 000 

RR ee et cee ey ena Tt me te aS TOO O00 


The revised estimate now submitted to us by the company is:— 


REO Geiees eee ele pect ten eat ett al ose a ue eee ATO otaek. Palas sD OOO 
NOt pete ee etree a arr he ae ee TT BO0.000 


The estimate submitted to Parliament by the company for the year to June 30, 
1918, was :— 
RT ORRE eee Oa ecko hy vie. ici ik Gh Bronignel Tales akdh Gog Leton Wite dare OL OOU, OU 
BN exten pits oud Meth teas ally sag’ ayete wis) Mc elaral Srcoer Suebetecuecaies oh Oe FOU), OOO: 


The revised estimate now submitted to us by the company is:— 


CAV OS Bee ree a Ci cicero teh ae a De rents Betws Joe a we aoa he ae. PAS) too, OOO 
DN Gtted ee ee ae tera ketene yrs eG gins erie EN. ae eto OOOO 
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We think the new estimate made for us, even though more conservative than 
the old, is still too sanguine. We see no reason to think that the traffic will increase 
at any such rate as that indicated. To assume a growth each year of about 11 per 
cent over the previous year, and simultaneously an operating ratio falling steadily 

from 73 per cent to 70 per cent, is only once more to invite disillusionment. 


Comparison with Canadian Pacific. 


We think the following statement of the facts of the last eleven years of Cana- 
dian Pacific history is instructive. The table shows for each year gross and net 
earnings per mile, and also the percentage of operating ratio :— 


*Gross Net Operating 
aa earnings. earnings. ratio. 

$ . $ Fe 
MOURA rete Me x ca yiciie as Bachem hes Giese SAS he Seine 7,026 2,617 62°7 
A DEATIGA yo SS. LS a Se RN en VER Rie Md rR L | Bee eT 7,890 2,765 64°9 
BE tee Mee ONCE n'y’ s\catraiulyiedh ns Sag Ot eee ae Gp Dey MORI 7,573 2,312 69°4 
LOOD Ztas tares MPS 5 os o's a ae chi eset we ON Pear nM, fern ott eee eer 7,726 2,324 69 9 
RENE ec ce Ne 0 Si os ch ae oP RE Se ae Om SAR Rtn aes 9,425 3, 358 —-64°4 
BOE ieee ene MER ssa wcdsn acg'a ANNE a tee ho oars alte eR Ba A vik, Sr A 10, 072 3,548 64°8 
Eo AS 1) RR aN Fae eo eg AR 3 Na ee cas 11, 453 3,614 64°9 
Bee RE Pe ae... roel atw isl hia Gn ata, atu meee aha tials aah (Pa oer 12, 263 4,068 _ 66°8 
ROLE Ee eer Eee oo 5c ees ee ata a sa tees c REAS LA Rl Here tice 10, 977 3, 587 67°3 
MS meer ete tc WA do PMG ho wate eho esas Cinta Ip he Stone yesem idan tee 7,993 2,714 66°0 
ING 2 lees i ee eee mn ores b EE aes ain LIE y Ce UR a ee 16, 024 3,810 67°0 


It will be seen that the gross earnings of the Canadian Pacific Railway by no 
means show a steady growth. There can be no doubt that the drop of the last three 
years reflects, in part at least, the effect of the new competition of the Canadian 
Northern and the Grand Trunk Pacific. And the Canadian Northern growth must 
equally be conditioned by the competition of the Canadian Pacific and the Grand 
Trunk. It will be seen further from the table that there is by no means a steady 
growth of net earnings. Nor can we, in face of the constant increase of the operating 
ratio through a long series of years all over the American continent, in view of the 
great rise in the cost of materials, especially coal and steel rails, and the insistent 
demands for increases of wages, think it safe to, assume that the operating ratio of 
the Canadian Northern will show a consistently steady decline in each succeeding 
year. 


Prospective Requirements of Canadian Northern. 


The Canadian Northern estimate submitted to us further calculated that, in the . 
course of the next five years, the company will need fo spend $12,500,000 of new capital 
for additions and betterments, and $25,000,000 for new equipment. We consider these 
estimates entirely inadequate, and especially so in relation to the estimate of 90 per 


*Gross earnings include receipts from steamships, telegraphs and other sources not properly 
attributable to railway mileage. 


RAILWAY INQUIRY COMMISSION xli 


SESSIONAL PAPER No. 20g 


cent increase in gross receipts. The company has acknowledged that its equipment is 
inadequate to take care of its existing business. That equipment stands in the 
company’s books at $59,000,000. If the business were to increase 90 per cent, it would 
seem to need not $25,000,000 but over $50,000,000 spent on new equipment to handle 
it. Again we refer to Canadian Pacific Railway figures. That company has seven 
freight cars per mile of line. The Canadian Northern has three. We think it will 
need five; and this implies an addition of 20,000 cars to the existing stock. This 
alone would imply, even if prices dropped to those current a year ago, an additional 
expenditure of something like $30,000,000. And the same thing is true in respect of 
locomotives. Nor ean the estimate of $12,500,000 for additions and betterments, 
spread over a system of 10,000 miles during five years, be sustained, more especially 
in the case of a system that is only just emerging from the construction stage. It 
works out at $250 ‘per mile per annum. It is impossible that the needs of a rapidly 
growing property can be adequately provided for at any such figure. 

We think that $40,000,000 for equipment, and perhaps $30,000,000 for additions 
and betterments, would be a moderate estimate of the system’s needs in the next five 
years, assuming that the Canadian Northern remains separate and independent. 

We sum up the Canadian Northern situation as follows: The company is not at 
present able, and will not for some years to come be able, to meet its fixed charges. It 
will, we doubt not, increase its net earnings as the years go by. But the increased net 
earnings will be fully absorbed for some years to come by the interest on new capital, 
which must be put in, if the system is to render efficient service. The company has 
not now, and as far as we can see will not have in the near future, such credit as to 
enable it to raise the necessary capital. As we have already shown, the public invest- 
ment, direct and indirect, in the Canadian Northern system amounts to $298,000,000, 
We do not recommend further public investment in the system, as at present con- 
stituted. 


Value of Canadian Northern Undertaking. 
1. CASH INVESTMENT. 


The property investment of the Canadian Northern Railway system is stated in 
the balance sheet of June 30, 1916, at $494,112,489.34. This figure admittedly has 
been written up to include $100,000,000 of capital stock. And this stock, as we have 
already said, was issued without any cash consideration. We have endeavoured to 
ascertain the actual cost of the system. From the company’s official reports and special 
statements supplied to us, we have ascertained that the maximum cash investment 
that can have been made in the property is $383,302,451.33. re 

The following tables, which have been accepted by the company as accurate, 
show :— 


(i) The source of money or credit. 
(ii) The disposition of money or debit items. 
(iii). A list of bonds of constituent companies assumed. 


/ 
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i. SOURCE OF MONBY OR CREDIT. 


Cash realized from securities sold and from ‘collateral loans Gp 2015-7 peek $3 0:2, 713,872 69 


Dominion Government loans of 1191/4 and 19/116). 


15,878,166 6'7 


Subsidies (not including subsidies of prior organizations) wa 4). Cees 28,00:0,2212 510 


~Lhand sales (Q 4).i 0... See Mampi 

sales of acquired bonds and stock (Q. Sh). cate eer 

Mrom—Hquipment "Crust Secunities. CQ: 4). 3 50 ad ee ke 
Par value Equipmient Trusts issuled.. .. $ '3'9,8131645:8! '2i0) 
INFO VISTO GIGS HAMMETT OT ns geen Len a hy Ae henmem ane 116, 862,500 010 


Paid from proceeds of other securities, p. 94.. 


Net amount from equipment trusts. . 

Due on construction. : selene 

Audited vouchers and. accounts. . Silat Rae cw ay ae aioe arate 
Wages and salaries... .. fo, Nee Mellatay gee aed obaete Wetetine nt ae 
Matured interest icoupons ‘unpaid. Sid ued ete 

Accrued interest not yet payable. . 

Accrued taxes. ee ae 

Insurance fund “account . 

Railway surplus. . Sofet  uedie heh ga SRN bye thin te GeMey hae RLU E a eecge eau ate te were 
Bonds assumed in ‘the acquisition of constitwent companies. . 


116,'6'013,/2'915 612 
618,610 4:5 


'§ 37,288,871 18 


.. $§ 1212),9'713,958 (20 


14,2159 ,9'12 93 
L6Y66'6,915'7 216 
11,161,443: 88 
1,832,708 213 
2,166,597 75 
2,412,6'73 30 
215.0,0'0'0 0:0 
616,847 53 
‘2,7 716,711 03 
210,215,746 03 


*e $486,1735,761 87 


ji. DISPOSITION OF MONEY OR DEXBIT ITEMS. 


GASH stn amore oa. te DAT e ee meee chee ew nes mieenstulel Simca Mere yess lh cere 
Materials and supplies... ... Reaorte ve Aas opiate eo heveh teeter we ane 


Due from companies and individuals. Sethe eked He ees eee ae 


ID WeSCrOMRaAL SHUSi we 2,8. ce erg ee naurete vce ilekor tals Lettre. le ielae” Sa eames 


Deferred land payments. . A Avia ah atwraunescts tec lla yailere ape leas eee e Laas 


Insurance paid in advanice. Usa teudi ete dials el sara Gee ehiencw rere tcMa at tens 
Unadjusted debit items... .. 

Securities (dock, lands, end stock yard companies) . 

Sinking funds... ... Mette 
Terminal properties and miscellaneous ‘investments . Se sel sitet 


Total available for road and equipment. , Sr en eR Es etinets 


Bonds assumed in part Seeds of ines aaa (See jist in 
Cable! SLO Ow Ne) issn ceickse hae, We seal seks VID eNE eerie hens 


$ 215,414,408 510 
3,368,924 8:2 
7,276,429 O1 
1,446,010 67 


i ohne 7,140,996 59 
oh 6'8:2,9:0'6 11 

ce 246,545 00 

° 1,123,393 55 
248,715'0 ‘6/6 


5, 9'212,945 63 


; 


$ (512,871,310 54 


$3618 ,03'6,705 30 


210, 2115, 7416 013 
3:813,302,451 33 


$43 6,1 713, 761- 87 


iii; BONDS SHOWN AS OUTSTANDING, BUT FOR WHICH NO PROCEEDS ARE 
‘REPORTED AS RHCEIVED—PAYMENT ASSUMED BY CANADIAN 
NORTHHRN RAILWAY AS (PART OF PURCHASE. 


QWA.L.L. & S. nee & S.B. Co., '4 per cent lst Mtg. Debenture 
SOCK Miao) srke Pee uN AC ue rE 4 
Less in ‘Treasury. . ere liie cae Guldre gh Ue atiey tnauetentn Lat bs osteo amNee ener 


Central Ontario Railway, 5 per cent 1st Mtg. Bonds. . 
“Bay of Quinte Railway, 5 per cent lst Mitg. Bonds... ... 
Gt. No. Railway of Canada, 4 per cent jst Mtg, Bonds. 


Quebec & Lake St. John Railway, 4 per cent Mtg. Deb. ‘steae 
*Duluth, Rainy Lk. & W. Railway, '5 per cent lst Mtg. Bonds. . 


Halifax & Southwestern, 34 per cent ist Mtg. Bonds... .... 
*Minnesota & Manitoba airway 4 per cent Ist Mte. Bonds. | 
Niagara St. C. & T. ‘Railway, 5 per cenit lst Mtg. Bondls.. .. 


*Less bonds on leased lines niot included in Funded Debt— 
Duluth, Rainy Lake and Winnipeg Railway... .. .. 
Minnesota and Manitoba Railway... .. .. .. .. «- 


$ 5,051,462 90 


* 31,781 80 
$ 5,019,681 10 
9151611300 010 
8!310,0010 00 
8,505, 75:01 1010! 
4,359,014 98 
Sater sas -2;'0:0'0,0:00' 00 
a8: 7y'. 0 aya pb 4,447,000 00 
PR rn Fh 314/95 :010'0! - 010 
sop tie Us) 6! « tyra eecaes 1,09:8,00:0' 0:0 


bilan ceric antics Fe 
$ 22,51614,74'61 03 
$ 2,000,000 00 


3.419 ,,010'0' ‘010 
2,31495'0001 00 © 


$ 20,2115, 7416 03 


—— —_—_——_ —____—. 
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From this total maximum of $383,302,451 we deduct the following items, which 
the company has included in cost of road and equipment, but which do not represent 
investment in property :— 


= 


1. Advances to controlled companies to pay indebtedness for 

interest subsequent to construction and operating deficits which 

were capitalized when the system was put together, not less than.. $10,000,000 
2. Interest during 1916 overcharged to construction, not 

Reso AACE VON ce che REG Tea Ne See I BR eaee Ee Ua Raat Coy aR a De 3,000,000 
ve tae $13,000,000 
Leaving for investment in road and equipment and in 

securities of constituent and subsidiary companies.. ..-.. .. .. 370,302,451 


We find then $370,000,000 to be the maximum possible cost of the Canadian 
Northern system as at present existing. In other words, as indeed is frankly 
admitted by Canadian Northern witnesses, the Canadian Northern shares represent 
no cash investment. 


2, PHYSICAL BASIS. 


But money cost is not all. We decided also to ascertain the approximate value, 
on the basis of reproduction cost, of the property as it exists to-day. And we rely 
on Professor Swain’s valuation for this purpose. This valuation is, in his opinion, 
a. liberal estimate of the fair cost of reproducing new, at pre-war prices of labour 
and material, the system at present existing. It includes property belonging to the 
system at its estimated cost, if it had to be acquired or constructed to-day. And 
therefore it not only gives the company credit for lands which it in fact owns, even 
though it obtained them as a grant; but it also credits the company with the incre- 
ment of land values since the date of the original acquisition. And these two items 
are quite large. 

Professor Swain’s method of arriving at his results are fully explained in his 
report, which is printed as an appendix hereto. He makes the total cost of reproduction 
~ new, $397,441,567. From this he deducts for depreciation $40,081,889, making the cost 
of reproduction of the property in its present condition $357,409,678. This, how- 
ever, does not include equipment. The equipment was inspected by Mr. Buchanan and, 
on the basis of his report as to quantities and condition, a valuation has been made by 
Mr. W. H. Chadbourn, C.E., chief engineer of our valuation staff. He finds the cost of — 
reproduction new at pre-war prices to be $56,590,418, and the depreciation to be 
$11,250,483, making the present value $45,339,985. Putting the two valuations 
together, we have $402,749,663 as the fair cost of reproducing the entire physical Can- 
adian Northern system in its present condition. Now the outstanding habilities (bonds, 
debentures, notes, and bank and other loans) of the company exceed $400,000,000. 

Reckoning on this basis, it appears that the lhabilities are practically equal to the 
reproduction cost of the physical property. But the physical property does not all 
belong to the Canadian Northern shareholders. There are minority holdings in several 
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of the subsidiary undertakings. And’ the Canadian Northern interest in these under- 
takings only corresponds to its percentage proportion of their respective share capitals. 
This implies a reduction of more than $10,000,000 in the estimate of the assets Reloee 
ing to the Canadian Northern shareholders. 

We find then that, on the physical basis, the value of the property of the Canadian 
Northern shareholders is distinctly less than the amount of the liabilities against it. 
On this basis the equity of the shareholders must be regarded as non-existent. 


3. GOING CONCERNS. 


f 


A third basis of estimate is the value of the property for sale as a going concern. 
A purchaser would not consider either original cost or reproduction cost as of much 
importance. The price he would pay would be based on earning power, present and 
potential. On this basis he would consider how far the Canadian Northern is at present 
short of covering its fixed charges, how long it will take to reach equilibrium, how much 
new capital will have to be spent, how soon a dividend may be expected and at what 
rate. Calculating on this basis, in the light of the figures set out above, it is evident 
that no purchaser would offer for the property a sum amounting to the total of its 
liabilities. 


Conclusion as to Canadian Northern. 


We conclude, therefore, that the shareholders of the company have no equity either 
on the ground of cash put in, or on the ground of physical reproduction cost, or on the 
ground of the saleable value of their property as a going concern. If, then, the people 
of Canada have already found, or assumed responsibility for, the bulk of the capital; if 
they must needs find what further capital is required; and if they must make up for 
some years to come considerable deficits in net earnings, it seems logically to follow 
that the people of Canada should assume control of the property.” We return later to 
the Canadian Northern ‘Company in order to set out our recommendations as to its 
ownership and management in the future and as to the terms to be offered to the 
existing shareholders. 


PART Ey; 


POSSIBLE METHODS OF PUBLIC CONTROL 


We recommend that the control of the three companies, Grand Trunk, Grand 
Trunk Pacific and the Canadian Northern be assumed by the people of Canada. We 
have therefore now to consider how this control should be exercised. 


Government Operation Discussed and Rejected. 


We are instructed to consider the acquisition of the Canadian railways by the 
State, and the possibility of their operation in connection with the Intercolonial. 
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We do not recommend this course. In our judgment it is not in the interests of 
Canada that the operation of its railways should be in the hands of the Government. 
We know no country in the world, where a democratic State owns and operates its 
railways, in which politics have not injuriously affected the management of the 
railways and the railways have not had an injurious influence on politics. We do 
not think Government ownership of the Canadian railways would tend to reduction 
of rates, but rather in the contrary direction. For the carriage of one ton of freight 
one mile the Canadian shipper pays at present on the average three-fourths of one 
cent. On the railways of New South Wales, the oldest and most important Aus- 
tralian State, where the railways have been in Government hands from the outset, 
the shipper pays well over two cents. But we see no cause to enlarge here on such 
general considerations. There are several reasons peculiar to Canadian conditions 
why State ownership and operation should be avoided. 


The Canadian Pacific Position. 


We think that, if the State took over arid undertook to operate the Grand Trunk, 

the Grand Trunk Pacific and the Canadian Northern, it would be morally bound 
to offer to purchase the Canadian Pacific also. This company is in a_ strong 
financial position; it has assets of great present and even greater potential value, 
largely exceeding its liabilities; its $260,000,000 of common stock stand at a high 

premium, and have been very much higher; it pays a steady dividend of 10 per cent; 
its purchase would be a costly matter; and it does not ask to be purchased or to be 

helped in any other way. The company is admittedly progressive and gives a good 
public service. Moreover, it has a large investment in ocean steamships, irrigation, 
land and coal development schemes, and other enterprises quite unsuited for Govern- 

ment management. But the Canadian Pacific Railway is exposed throughout its 
whole territory to the competition of either one or both of the other systems. So 

long as that competition is in the hands of other organizations, also having to earn 

_the interest on their bonds and striving to earn a dividend on their stocks, the 
Canadian Pacific Railway has no cause for complaint. But competition with railways 

operated by the Government stands on an entirely different footing. It would 

be at any time possible for the Government deliberately to adopt a policy of lowering 
rates, in some part or throughout the territory involved, below a commercial basis, 

and making up the deficiency out of general taxation. It might be argued that such 

a policy was justifiable on the ground that the general prosperity and development 

of the country would be thereby promoted. But while conceivably it might be proper 

to tax the public to develop the country, though in fact it would not be the whole 

public but only certain portions of it that would benefit, it could not possibly be fair 

to impose a special tax upon the Canadian Pacific Railway shareholders for the 
purpose. And yet it : is evident that this would in fact happen. The Canadian 

Pacific Railway would be absolutely forced to follow any rate reduction made by the 

Government railways, on pain of losing the business entirely. 


eee 
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Further Reasons against Government Operation. 


- Another strong argument against Government operation is to be found in the 
fact that the three great Canadian companies amongst them either own, lease, or 
control no less than 7,000 miles of railway situated in the United States. And some 
at least of these lines are necessary economic complements of the Canadian systems. 
It is clearly impossible that the Dominion Government should be subjected, not only 
to the regulating authority of the Interstate Commerce Commission and the several 
State Railway Commissions of the United States, but also to the police regulations of 
all the States which these lines enter. Technically, no doubt the difficulty could be got 
over by investing the legal ownership in Government officials under their own names 
as trustees for the Government. But the practical fact would remain. It would in 
effect be the Canadian Government which would be ordered by the United States 
Interstate and State Commissions to alter its rates, and Canadian Government officials 
who would be required by United States law courts to explain their actions and 
justify their conduct. We cannot think that such a situation would conduce to inter- 
national harmony. 

A yet more important consideration remains. Canada is at war, and Canadian 
resources are deeply pledged for war purposes. If the Government takes over the rail- 
ways, not only does it assume the direct responsibility for the whole existing debt; but 
all the new money that has to be raised (and as will be shown in a later portion of this 
report, the amount of this new money must necessarily be considerable within the next 
few years) will become a direct obligation of the Canadian Government. It is a matter 
of common knowledge that railway bonds and Government loans appeal to different 
classes. And we are persuaded that it is desirable that Canada should retain both 
strings to her bow. 

For all these reasons our recommendation is that the idea of Government owner- 
ship and operation be not entertained. ze 


Receivership Discussed and Rejected. 


Starting then from this position, we havé to consider what alternative course is to 
be adopted. It is clear that neither the Canadian Northern nor the Grand Trunk can 
at the present moment meet its liabilities. In the United States when a company is 
in this position it is placed in the hands of a receiver. And at this moment upwards 
of 40,000 miles of line are in that situation. Under a receivership the holders of — 
the junior securities have to submit to compound their claim, and the fixed charges are 
reduced to an amount that the net revenue from operation suffices to meet. Ought this 
drastic course to be adopted here? We think not. We think the security holders of the 
companies have to some extent a moral claim on the Government. Their schemes of 
extension have been matters of public knowledge for many years. So far from discour- 
aging them, the Governments, both of the Dominion and of the Provinces, have by 
subsidy and by guarantee, by loans and cash advances, encouraged them to go on. 

But there is more than this. The bonds and debentures of the Grand Trunk Pacific 
and Canadian Northern have been placed in the main through London with non- 


RAILWAY INQUIRY COMMISSION xlvii 


4 


“ay 


SESSIONAL PAPER No. 20g 


Canadian holders. And these holders in subscribing have unquestionably been 
influenced by the fact that the companies were backed by the Canadian Government. 


Technically, of course, the Government has no responsibility beyond that of meeting its. 


own guarantees. But if the two companies went into the hands of receivers, we cannot 
doubt that investors outside Canada would believe, however erroneously, that the 
Dominion Government had treated them badly, and that the result would be serious 
injury to the credit of the Canadian Government, and indeed of all Canadian enter- 
prises. And this result is one that, putting it on pecuniary grounds alone, the Canadian 
people should in their’ own interest spend a good deal of money to avoid. We therefore 


consider that Canada should assume the responsibility of seeing that ‘the interest on 


¥ 


these securities is met. 


This responsibility is in our opinion unavoidable. But we recognize that it is 


serious. It will involve.considerable financial aid for some years. How many we will 
not estimate, as it depends in the main on the rate at which Canada develops. And that 
rate no one can venture to foretell. We ought to point out, however, that the rate at 
which the Canadian Pacific progressed, when it was the only transcontinental 
line, cannot reasonably be taken as a standard of the probable rate of progress of two 
new transcontinental systems, competing, not only with each other, but with the rich 
and firmly established Canadian Pacific itself. 


Transfer to a New Body Recommended. 


We have recommended then that the control of the three companies, Canadian 
Northern, Grand Trunk, and Grand Trunk Pacific pass into other hands; that the 
rights of the creditors of all three companies be preserved intact; but that the rail- 
ways of the three companies be not handed over to, or operated by, the Government. 
It is necessary, therefore, to find some new body or bodies to whom they can be 


transferred. We think the question, whether there should be one body or more, is 


answered by the facts that we have already recited. The Canadian Northern is weak 
in the East. The Grand Trunk, with the inadequate Prairie branches of the Grand 
Trunk Pacific, would be almost powerless to compete in the West with the Canadian 
Northern and the Canadian Pacific. The natural tendency of the Grand Trunk and 
Canadian Northern organizations, if left separate, would be for each to invade the 
territory of the other. Remaining separate, the Canadian Northern system would 
need to spend many millions of dollars to obtain an adequate hold on the East in 
competition with the Canadian Pacific and Grand _ Trunk. Remaining 
separate, the Grand Trunk and Grand Trunk Pacific system would need to spend 
many millions of dollars on new branches in the West, in order to hold its own with 
the Canadian Pacific and the Canadian Northern. And this money would 
be needed at once, for till it was spent neither organization would possess a complete 
system. Canada cannot afford all these new railways, and does not need three com- 
petitive systems. . We-recommend therefore that the three undertakings, the Cana- 
dian Northern, the Grand Trunk, and the Grand Trunk Pacific be united in one 
system. To whom then should its management be entrusted 2 
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Suggested Transfer of all the Railways to Canadian Pacific Discussed. 


One possible solution which has been submitted to us we will deal with at the 
outset. For, though we are unable to recommend its adoption, it has very influential 
support. This suggestion takes two forms. The one is that the Canadian Pacific 
Company should, by lease or purchase, obtain control of the other roads and operate 
the whole Canadian railway system as partner with the Government, on terms to be 
arranged. The other is that the Government should itself acquire all the roads, 
including the Canadian Pacific Railway, and employ the organization of that com- 
pany as a basis on which to build up the organization of the greater system. ‘The 
first alternative is specially supported from the financial side. And indeed, were 
financial considerations controlling in this matter, we do not deny that a very strong 
- ease could be made for it. The second alternative commends itself more especially 
to those who feel that the Government is already involved so deeply in railway enter- ~ 
prise that it cannot call a halt, and must go the whole length. We are ndt prepared 
to agree with either party. We do not think that a railway monopoly is desirable, 
‘either in the hands of a company, or in the hands of the State. We are convinced 
that the people of Canada who have spent or guaranteed—whether wisely or not, is 
not now the question—hundreds of millions of dollars, largely with the object of 
breaking a private monopoly, would never consent to the re-establishment of a still 
greater monopoly, even if the Government were a partner in the concern. We do 
not think that there is any necessity for the State to go further than it has already 
gone in the direction of Government operation. We recognize that the Government 
occupies in respect of the Canadian Northern and Grand Trunk Pacific roads, very 
much the position of a mortgagee whose mortgagor is in default. But we do not 
think that the Government, as a Government, need enter into possession. We think 
a scheme may be worked out whereby Canada will have two great systems, both with 
substantially similar management, operating alongside in healthy rivalry from ocean 


to ocean. 


Suggested Transfer of the Whole or a Portion of Canadian Northern to Canadian 
Pacific Discussed. 


Another suggestion has been made which we will deal with here. In our judgment 
it has even less to recommend it. It is suggested that the lines of the Canadian 
Northern should be handed over to the Canadian Pacific Railway, on terms to be 
arranged. We can see no possible advantage to the country in this proposal. It would 
hand over the lines with the best prospect of development to the Canadian Pacifie Rail- 
way. It would re-establish what.would be a practical monopoly in the Prairie Provinces. 
_ It would leave the country to carry the burden, for an indefinite time to come, of the 
Grand Trunk Pacific, which in its present isolated position has little hope of prosperous 
development. And it would lead before long to an inevitable result. For the sake both 
of giving the Grand Trunk Pacific system a fair chance to develop, and in order to 
break down once more the re-established monopoly of the Canadian Pacific Railway, 
pressure would be put on the Government to obtain a wholesale extension of the Grand 
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Trunk Pacific branch lines, for which ere is no commercial justification. Capital 
would be wasted, operating expenses would be duplicated, and the ultimate solvency 
of the publicly owned lines would be indefinitely postponed. 

For the suggestion which has also been made, that the Canadian Pacific Railway 
be invited to take over the western portion of the Canadian Northern only, there is in’. 
our judgment still less, if that be possible, to be said than for the suggestion that the 
Canadian Pacific Railway take over the whole. It has all the disadvantages of the 
former proposal, And it has this further disadvantage. The eastern lines of the Cana- 
dian Northern have not any very hopeful outlook even under present conditions. 
If they cease to be the complement of the Canadian Northern prairie lines, they have 
no justification for existence whatever. And yet it is proposed to leave the country to 
earry the burden of them. 


‘Possibility of Forming a Commercial Company Discussed. 


Assuming, then, that the Canadian Northern, Grand Trunk, and Grand Trunk 
Pacific must be united into one system, and that this system must remain entirely 
separate from the Canadian Pacific Railway, we have considered the possibility of 
forming a new company on a commercial basis, to which the operation of these three 
undertakings might be transferred. We have come to the conclusion that this course 
is not feasible under the circumstances, as they at present exist. 


THE MEXICAN PRECEDENT. 


We have consideréd what is commonly known as the Mexican scheme. Under 
this scheme, which was originated by Sefior Limantour, the very able Finance Minis- 
ter of the Diaz Government, the Government, in return for the guarantee of certain 
bonds and the payment of a nominal amount of cash, acquired possession of a sutfti- 
cient amount of deferred ordinary stock of the principal railway companies, on which 
no dividend was likely to be earned in the immediate future, to give them control of 
the election of the Boards of Directors, and therefore indirectly control of the policy 
of the companies. Similar partnerships between the public authorities and private 
companies have in recent years become common in the great German cities for the 
establishment and operation of gas, electric, and street railway undertakings. The 
Mexican scheme is understood to have worked very successfully, so long as Mexico 
remained an organized community. We do not think it ‘applicable to Canada, where 
the conditions are entirely different. In Mexico the bulk of the money had been raised 
by the companies on their own responsibility; there was no question of defaulting on 
fixed charges; the systems were practically complete; and no large amounts of new 
capital were required. In Canada the bulk of the money has been raised on the 
responsibility of the Government; the companies cannot meet their fixed charges; 
the systems are far from complete; and much new capital will have to be provided, 
which can not be raised by the companies on their own credit. We cannot therefore 
recommend that the Mexican precedent be followed. 
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THE NEW YORN SUBWAY PRECEDENT. 


There is a precedent in the New York Subways for a scheme under which the 
railway is constructed and owned by the public authority, and its operation is entrusted 
to a company, which finds capital to an amount representing the value of the equip- 
ment, and takes a lease for a period of years, upon terms that the company receives a 
return of five or six per cent, as a first charge on the profits, while profits beyond 
that figure are divided in agreed proportions between the company and the public 
authority. The New York partnership scheme, however, has reference to an under- 
taking with every prospect of making a substantial return on the capital involved 
from the outset. There is-no such prospect here. We have to contemplate a condition 
of affairs in which, for a good many years to come, the operation will not yield a 
commercial return on the capital already invested. A promise of the whole return, 
therefore, would not tempt the outside capitalist; still less would the offer of a 
portion of it. To induce outside capital to come in and share the risk, it would be 
necessary for the Government to guarantee a return upon it of not less than 44 per 
cent or 5 per cent forthwith, and to offer a prospect of partnership in the valuable 
reversion later on. And seeing that, with the guarantee of the Government of Can- 
ada behind it, all the money requisite could be borrowed at 5 per cent without any 
reversion, the offer of a reversion would be, in effect, to deprive the people of Canada 
of a portion of the return when they have earned the right to receive the whole. 

Further, we have no reason to think that such an offer, even if made, would 
attract the necessary capital. The speculative investor likes to see his profit in the 
near future. In this case he would have to wait a good many years before he could 
expect any return on his money beyond his fixed 44 or 5 per cent. Under present 
market conditions, an investor, prepared to take some risk, can do much better for 
himself than this. 


Canadian Railways should be under Canadian Control. 


There is yet another reason why we do not think that, even if it were possible, 
any attempt should be made to form a new company, either on the Mexican or on 
the New York Subway model. Such a company could not be Canadian. The capital 
would have to be found elsewhere. And the control would follow the capital. We 
think Canadian railways should be under Canadian management. 
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, PART. V. 


THE DOMINION RAILWAY COMPANY. 


Government Operation not Recommended. 


Having then arrived at the conclusion that the transfer of the three undertakings 
to a commercial company is not feasible, we recommend that they be handed over to 
a board of trustees to control and manage on behalf of, and on account of, the people 
of Canada. The trustees should be organized as a company with a nominal capital. 
But in effect they would be a public authority. 

Before going further we desire to make a fundamental point clear. We express 
the conclusion to which we have come both in negative and positive forms. We 
recommend :— 


1. That the Government do not acquire or undertake to operate any further 
railways; but: 

2. That these three railways, Canadian Northern, Grand Trunk, and Grand 
Trunk Pacific, be transferred by Act of Parliament to an independent Board of 
Trustees (incorporated as a company), constituted as we shall hereafter describe. 


These recommendations, from our point of view, hang together and must be 
regarded as inseparable. We do not recommend the transfer of the three companies at 
all, unless our recommendations as to the method to be followed are also substantially 
accepted. That the Government should itself take over the railways, and they should 
then be operated under the control of a Parliamentary Minister of Railways, is a policy 
which in our judgment would not be in the best interest of Canada. 

Our personal belief is strong that, in normal circumstances, railway enterprise is 
a matter best left in private hands, subject to proper regulation by the Government. 
Were we asked to advise in the case of the railways of the United Kingdom or the United 
States, which have been constructed by private companies, with money found by private 
investors, we should give effect to this belief. We go further and consider that, in the 
ease of the Canadian Pacific Railway, as to which the Government does instruct us to 
advise, the fact that it received large help from public sources_in its early days, is not 
any reason why the existing status of the company should now be disturbed. This com- 
pany has carried out its bargain. Tt has repaid to the Government large advances made 
in earlier years. We believe that Canada has had good value for what it has given. 
We think that it is in the interest of the country that this company should be rich and 
prosperous, for such companies can be expected, not only to give the best service, but to 
be best able to provide in time to meet new developments as theygarise. We have had 
no hesitation, therefore, in coming to the conclusion that the status of the Canadian 
Pacific Railway should be left undisturbed. 

But in the case of the Canadian Northern, the Grand Trunk and the Grand Trunk 
Pacific the circumstances are not normal. These companies have broken down. We 
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see no way to organize new companies to take their place. Their only possible suc- 
cessor is in our view a public authority. We are confronted with a condition and not 
a theory. 


Recommendation of Independent Board of Trustees. 


Our formal recommendations are:— 


I. That a Board of Trustees be constituted by Act of Parliament and incorporated 
as “The Dominion Railway Company.” 

II. That the ownership of the Canadian Northern, Grand Trunk, and Grand 
Trunk Pacific Railways be vested in this Company. 

III. That the Government assume responsibility to the Company for the interest 
on the existing securities of these undertakings. 

IV. That the Intercolonial (including the Prince Edward Island) and National 
Transcontinental Railways be also handed over by the Government to the Company. 

V. That the whole of these railways, the Canadian Northern, the Grand Trunk, 
the Grand Trunk Pacific, the Intercolonial, and the National Transcontinental, be 
operated by the Company as one united system. 


Constitution of Board, and Tenure of Office. 


We now proceed to set out these recommendations in more detail. : 

The Trustees should be five in number. The first Trustees should be named in 
the Act of Parliament constituting the Board. 

The tenure of office should be the same as that of judges of the Supreme Court, 


with the exceptions hereafter noted. Three Trustees, one of whom should be the © 


chairman, should, if possible, be men of railway experience. They should jbe required 
to give their whole time to their duties, and salaries should be fixed adequate to com- 
mand the services of the best men. Of the two remaining Trustees, we think it would 
be desirable that one should be selected on the ground of business and financial 
experience, and the other as specially possessing the confidence of railway employees. 
They ‘should not be expected to give their whole time. Their maximum salary might 
be laid down in the Act, to be adjusted later when the requirements of the position 
became evident. Every Trustee on appointment should be required to divest him- 
self of all interest in Canadian railway bonds or stock, and should further satisfy 
the appointing authority that he has no other interest that conflicts with his duties 
as Trustee. | 

All appointments other than those of the original Trustees should be for a fixed 
period of seven years, except that in the case of a casual vacancy, owing to death 
or disability or resignation, the appointee should hold office only, for the remainder 
of the term for which the Trustee whom he replaces was appointed. : 

Every Trustee should be eligible for renomination and reappointment. 

Vacancies should be filled, in the case of a railway member, by appointment by 


the Governor General in Council, on the nomination of a majority of the remaining 
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Trustees; and in the case of other members, by appointment from a list of three 
names, similarly nominated. Should the Government refuse to approve a nomination, 
it should devolve upon the Trustees to submit a new name. ; 

The original Trustees should vacate their positions according to the following 
scheme: The three railway Trustees should retire after three, five, and seven years, 
respectively; the order of retirement amongst the three being determined at the date 
of the Trustees’ assumption of office. The two remaining Trustees should retire after 
four and six years, respectively; their relative position between themselves being 
similarly determined. 

Every Trustee should retire on attaining the age of seventy years. 


Board to be Non-political. 


We desire to call attention to the extreme importance that the Board should not 
assume, or even be suspected of assuming, a political complexion. In the United 
States an attempt has been made to guard against this danger by statutory pro- 
vision that not more than four out of the seven members of the Interstate Commerce 
Commission shall belong to the same political-party. We do not recommend that this 
precedent be followed, as we think politics have nothing to do with the matter; and 
any such restriction might hamper the Government in their choice of best men. 
But should it be desirable in the public interest to ‘select. Trustees of recognized 
political affiliations, we think it most important that the spirit of the United States 
legislation should be borne in mind, both by the Government in making the original 
selections,.and by the Trustees themselves in recommending names to fill any sub- 
sequent vacancies. 


Board to be Permanent and Self-perpetuating—Australian Experience. 


We recommend that, subject to the power of the Government to refuse to confirm 
a nomination, the Board of Trustees should be a permanent self-perpetuating body, and 
we attach very great importance to this point. The four older States of Australia, New 
South Wales, Victoria, South Australia, and Queensland have had a long experience of 
public ownership. In each State the history has been very similar. Originally, the 
railways were managed under the direct control of a Minister of Railways, responsible 
to Parliament. In each State, the system was found unsatisfactory. In each State, 
commissions were appointed, with functions substantially similar to those which we are 
recommending to be conferred upon the board of trustees. In each State, the result 
was improvement. But the Australian commissioners were only appointed for five 
year terms. And the lack of permanence in the commissioner’s tenure of office pre- 
vented a permanent success. The first years of the commission’s term were usually the 
most successful, for then the commissioners had the freest hand to manage their 
undertaking on commercial lines. Some of the States have gone through a checkered 
history. The commission has been abolished; and the management has been trans- 
ferred back to a political minister. Once more the result has been unsatisfactory; and 
a new commission has been appointed, only, in turn, to fail of success. The main 
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cause, as we read the story, has been the lack of permanence of the commission and the 
short tenure of office of the individual commissioners. We, therefore, think it essential 
that the Board of Trustees shall be permanent, non-political and, subject to Govern- 


ment approval of each new nomination, self-perpetuating. 


Railways not a Proper Subject for Direct Parliamentary Control. 


We have given expression to a strong view that the operation of the railways of 
the country by a department of the Executive Government directly responsible to Par- 
liament would be against the interest of Canada. Lest it should appear that this view 
implies a reflection on the honesty and ability of ministers and members of Parliament, 
we desire to. explain why we entertain it. Our reason is, not that Government by a 
Cabinet responsible to a popularly elected Parliament is a bad Goveriiment for the 
ordinary purposes of Government, but that it is not a form of Government suitable for 
the management of a railway undertaking. . 

In primitive times all Government was concentrated in a single hand. The king 
or chief was at once the law-giver, the administrator and the judge. The king as law- 
giver prescribed duties and established rights; as judge he decided on the interpreta- 
tion of those rights and duties between the nation, represented by himself, and the 
individual; and finally as executive authority he enforced his own judicial decisions 
with respect to the rights which he had himself established as legislator. Centuries ago 
the progressive nations of Western Europe had outgrown this primitive idea. They had 
learnt to differentiate functions to the extent of making the judge entirely independent 
both of the legislature and of the executive government. Even under the absolute 
despotism of Frederick the Great of Prussia a judge could decide a quarrel between 
the King and a humble subject in favour of the subject. To say now-a-days that the 
administration of justice is not a matter to be left to a minister responsible to Parlia- 
ment, would be to say a thing so obvious as to seem a preposterous truism. 


Growth of Extra-Parliamentary Functions of the State. 


But the process has gone further. We are learning that there are other matters 
which it is well to withdraw from the political arena. It has become a common- 
place in England within the last generation to say that foreign policy has been 
“withdrawn from the sphere of party politics.” The same thing had in great 
measure happened before the war in the case of naval administration; it was more 
and more becoming the rule in the case of army administration also. In other words, 
in respect of these three vitally important spheres of national activity, though the 
form of direct parliamentary control was retained, it had come to be recognized, 
that the affairs were very complieated, that the reasons for action might be good 
without being such as could publicly be avowed, and that therefore they were best 
left to experts, carefully selected and then given a mainly free hand. Since the war, 
public opinion on this question has ripened fast. England and France are countries 
just as democratically governed as Canada. And in England and France, the fact 
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that prompt and decisive executive action is inconsistent with detailed Parliamentary 
control, is being more and more recognized, not only by the public but by Parliament ° 
itself. Numerous boards of experts, with an almost entirely free hand, have been — 
set up in England to take charge of different branches of public activity. It cannot 
be supposed that the lesson learnt in war will be’ wholly unlearnt when peace returns. 
It is hardly likely that countries whose constitutions are based on the English model 
will go as far as the United States, where the Executive and the Legislature are 
almost entirely independent of each other, where the House of Representatives has 
no direct control of the Executive Government at all, and where even the Senate can 
only confirm or refuse to confirm certain appointments, but has no power to secure 
elther the nomination or the dismissal of a single official. .But there can be no doubt 
things are moving in that direction.” It is because we think that the management 
of a railway undertaking, like the’control of shipping or of enemy trade, or the work 
of the Imperial Munitions Board, is a matter that in the public interest is best left 
to experts, that we desire to avoid direct Parliamentary control. 

In this connection it seems desirable to point out that the Prussian railways, 
certainly the most successful State-operated railways in the world, are not subject 
to Parliamentary control. The Prussian Parliament has not much control over any 
department of the Government, but over the railways, owing to the fact that, so far 
from requiring votes of money, they yearly contribute a considerable net revenue 
for general State purposes, it has even less control than over other departments. The 
only check on the action of the Minister of Railways is that afforded by the Railways 
Councils, to which we refer hereafter, and whose powers are merely advisory and in 
no way compulsory. In Canada we are recommending, not only that similar Railway 
Councils should be established, but that the Trustees should also be subject to the 

orders of the Railway Commission, a body to which Prussia furnishes no analogy. 


Private Interests and Public Interest. 


The railway touches the life of the country at innumerable points. It can almost 
make one city and unmake another. It vitally affects the question whether an 
industry in one place is more or less profitable than in another. Every city wants 
to become a railway centre, to have railway works located within its limits. And 
the local member invariably wants it too. Every citizen wants the railway station 
placed where it best suits his own personal convenience, and wants that every 
express train shall stop at it. He naturally strives to secure these benefits for 
himself, and his local member naturally desires to help him in their attainment. 
The individual citizen, the local member, cannot be expected to see the railway 
situation as a whole; to appreciate, for instance, that an express which stops at 
every man’s local station ceases to be an express at all. Even if he does appreciate 
it—human nature being what it is—he will probably be quite content if, by bringing 
political pressure to bear, he can gain an advantage in which his neighbour at the 
next station does not participate. It is too much to expect of the average merchant, 
the average manufacturer, that if he finds that by pressure he can obtain for him- 
self an exceptionally low rate, he will refrain from asking for it, because it gives 
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him an unjustifiable advantage over a rival, or because he knows that the balance 
of net revenue must be made up by unreasonably higher rates paid by other people’s 
traffic. 

It is only when the management is protected from the pressure of special interests 
that a railway. can be managed in the interest of the public as a whole, that it can be 
expected that improvements and alterations will be made, even though they injuriously 
affect certain individuals, because they are justified by greater benefits to the people at 
large. To take one example. We are satisfied that there are many cases where in the 
interest of economy, duplicate services should be abolished, and duplicate stations 
closed. Any such change must injure somebody. Supposing that it results in a saving 
_of $1,000 a year to the taxpayer, while the injury can be measured by a loss of $25 a 
head to three or four people, clearly the change ought to be made. But if the three or 
four men can get their grievances voiced in Parliament, while the taxpayer is an 
abstract entity with no one to speak for him, probably the change will never be made. 
There is no need to multiply instances. We believe that the history of railways all over 
the world, where the management is directly under a minister responsible to a demo- 
cratic Parliament, confirms our position that under such a system the public suffer 
because special interests obtain concessions at the expense of the community as a 
whole. It is for this reason that we have emphasized our recommendation that the 
management of the railways be entrusted to a body independent of politics. 


Control of Dominion Railway by Railway Commission. 


At the same time we recognize that the non-political body, which we propose to 
establish, will neither be infallible nor impeccable. We therefore propose to give to the 
Board of Railway Commissioners the same full judicial authority over all its actions 
and refusals to act which the Board at present has over the private railway companies. 
With a board of management appointed on the sole ground of competence, controlled 
by a commission with power of impartial review, we believe the rights of every citizen 
to receive fair and equal treatment—and no citizen ought to desire to receive more— 
will be amply protected. And at the same time the dangers of political influence will 
be avoided. 


- 


- 


Relation between Trustees and their Employees. 


It has been a common experience in all democratic countries that, where under- 
takings are in the hands of public authorities, either national or local, the employees 
are tempted to use political methods to improve their personal position. We think 
it important that the Trustees should be protected against pressure of this kind, 
which would be entirely without justification,if our proposal, that one of the 
Trustees shall be specially charged to watch over the interest of the employees, is 
adopted. To obviate the evil, it has often been proposed that employees of the 
Government shall be deprived of their national vote and employees of a municipality 
be deprived of their municipal vote. We cannot accept this idea. A State servant 
does not cease to be a citizen, and he has as good a right to exercise his vote as his 
neighbour, provided he does not use it to obtain for himself an unfair advantage at 


' RAILWAY INQUIRY COMMISSION lvii 


SESSIONAL PAPER No. 20g : 


his neighbours’ expense. In this matter the Australian experience is of interest. In 
the State of Victoria there was in 1903 a fierce strike on the State railways. The men 
by their conduct alienated all public sympathy and were badly beaten. The Vic- 
torian Parliament thereupon passed an Act, not indeed disfranchising the railway 
employees altogether, but depriving them of their votes in their own local con- 
stituency; placing them on a separate register, and giving them power to elect, as 
their special representatives, one member to the Council and two to the Assembly. 
In 1906 this Act was repealed and superseded by “ An Act to abolish separate repre-: 
sentation 1u Parliament of Public Officers and Railway Officers.” Section 4, of this 
Act, which is still in force, is as follows :— 


(1) “In order that all officers may be enabled to render loyal and efficient 
service to the State, it is hereby enacted that no person or class of persons 
employed in any capacity (whether permanently or temporarily) in the Public 
Service (including the Railway Service, the Police Force, the State Rivers 
and Water Supply Department, and the Lunacy Department) shall either 
directly or indirectly take any part whatsoever in or in relation to election of 
members to the Legislative Council or the Legislative Assembly, or directly or 
indirectly in any way take part in the political affairs of the State of Victoria, 
otherwise than by recording a vote at a Parliamentary election; and no person 
or class of persons so employed shall directly or indirectly use or attempt to use 
any influence in respect to any matter affecting the remuneration or position 
in the Public Service of either himself or any other person. 

(2) “If any person so employed is guilty of any contravention of this 
section, then on proof thereof to the satisfaction of the Public Service Com- 
missioner, the Commissioner,of Railways, the Chief Commissioner of Police, 
or the State Commissioners and Water Supply Commissioners, or the Inspector 
General of the Insane (as the case may be) such person may by the said 
authority be fined any sum not exceeding £10 and may be reduced in class, 
subdivision, grade or status, and salary, or he may be dismissed or -his services 
may be dispensed with, provided that such person shall not be dismissed or 
have his services dispensed with for any contravention of-thig section without 
the consent of the Governor in Council.” 


We should hope that the employees on the Trustees’ railways will be content to 
make any necessary representations as to remuneration or conditions of service 
through the member of the Board specially charged to watch over their interests, and 
will not attempt to exercise political influence. _ But should this hope ever be dis- 
appointed, we feel confident that public opinion would fully support any Government 
which introduced and passed a law based on the Victorian precedent. 


Incorporation of the Dominion Railway Company. . 


The Board of Trustees should be incorporated, either directly by Act of Parlia- 
ment, or by Royal Charter under the authority of the Act, as the Dominion Railway 
Company with a nominal capital. We assume a capital of $50,000, divided into 500 
shares of $100 each. Each trustee would hold 100 shares. These shares would be 
entered in the register as held in the joint names of each particular Trustee and 
the Minister of Finance for the time being. The Trustee, being named first, would 
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be entitled to the vote; but he could not transfer his shares without the signature 
of the Finance Minister. The charter would provide that no share could be trans- 
ferred except to a duly appointed Trustee, and that the shares were held in trust for 


the Dominion. - 


Transfer of Stocks to- Trustees. 


In order to give to the Board of Trustees control of the railways mentioned, the 


following stocks should be transferred to them :— 


1. Canadian Northern.—The $40,000,000 common stock vested: in the Canadian 
Government should be assigned by the Government to the Trustees, and also (subject 
to what we report below as to compensation for existing equities) the $60,000,000 


still remaining in the hands of private persons. 


2. Grand Trunk Pacific-—The whole of the common stock should be transferred 
without payment, except that the actual cash paid for the shares*other than those 
held by the Grand Trunk Company should be refunded. 


3. Grand Trunk Company.—The whole of the stock, guaranteed, first, second and 
third preference, and ordinary, should be transferred. We deal later with the ques- 
tion of the claims of the existing holders. 


Transfer of Railways to Trustees. 


Intercolonial and National Transcontinental—We recommend that these rail- 
ways be handed over by the Government to the Trustees. There would be no 
securities to be transferred, and no money to be paid. The authority of Parliament 
for the transfer would suffice. We give at a later stage our reasons for this recom- 


mendation. 


THE CANADIAN NORTHERN SHAREHOLDERS. 


We return to the question what, having regard to all the circumstances of a very 
difhieult case, is fair as between the Government and the Canadian Northern share- 
holders. One point must be dealt with at the outset. Assertions and insinuations have 
been widely made that public money received by the firm of Mackenzie and Mann have 
been appropriated*by Sir William Mackenzie and Sir Donald Mann to their own use. 
And these gentlemen are understood to be the holders of the bulk of the Canadian 
Northern stock. If this charge were true it is evident that they would have no equitable 


claims. 


Charges of Misappropriation Unfounded. 


We are satisfied that the charge is unfounded. During our inquiry at Toronto 
on February 26 and 27, we inquired fully into the matter, and examined on oath 
Mr. Hanna, Vice-President, and Mr. A. J. Mitchell, Comptroller, of the Canadian 
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Northern system. Both these gentlemen are intimately acquainted with its com- 
pheated finances. They gave their evidence fairly and frankly, and in our judg- 
ment with an honest desire to make full disclosure on every point on which we 
sought information. They called our attention to the report of the Government 
‘ Auditors made to the Solicitor General of Canada on April 22, 1914, which is printed 
in the Sessional Papers of that year (Nos. 2696, 7, 7, 1, m). The relevant passage is as 
follows :— 


“We, would particularly draw attention to statement No. 2, being a declar- 
ation from the Comptroller of the Contractors, Messrs. Mackenzie, Mann and 
Company, Limited, that the contractors have made no profit on their work for - 
the Ganadian Northern Railway, other than certain fully paid common stock 
which is set out in a statement in our previous report. This declaration is borne 
out to our satisfaction, from our investigation of the books of said contractors, 
and also of those of the company.” 


The viva voce evidence which we reproduce amplifies and entirely confirms the 
report of the Government auditors. 


“Mr. MircHett: In addition to that, Sir Henry, in connection with con- 
struction, there are no contractor’s commissions on any of the actual construc- 
tion. The work was turned in to the railway company at cost. 


“For instance, there is actual construction representing something like 
$204,000,000, in which there is no percentage whatever to the contractors. It 
was turned in at actual cost. a 


“Sir Henry Drayton: How would that be done, what machinery would 
apply to that work? How did you do it? 


“Mr. MircHett: The work was done by the contractors, Messrs. Mackenzie, 
Mann and Company, Limited, and it was billed to the company at actual expen- 
diture. The vouchers were all turned in. 


‘(Sir Henry Drayton: Was there no allowance for the Force Work 
Account ? 


“Mr. MircHett: Actual expenditure only, as far as Mackenzie, Mann 
and Company, Limited, were concerned. They were reimbursed for what they 
had paid out on pay-rolls. 


“Sir Henry Drayton: Generally those pay-rolls and that sort of thing 
{ cover the usual and proper charges. You were doing it, in effect, under “ force ” 
work ? 


“Mr. Mircurty: Yes, sir, but instead of getting a 10 per cent commission 
they got the stock of the Canadian Northern Railway. That was the payment 
the contractors received instead of a cash consideration. 


“Sir Henry Drayron: The contractors themselves, some of them at any 
rate, would be acting as superintendents in charge of the work, carrying it on, 
besides which there would be all the overhead expenses? 


» “Mr. MircHELL: Yes. 
‘Sir Henry Drayton: Those expenditures would be included? 


“Mr. Mircuetit: For instance, the Canadian Pacific Railway, we will say 
lets a contract to Foley and Company to do certain work. They in turn let the 
work to some one else, who in turn will probably let it to station men. Foley 
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and Company would get their commission.’ On a large contract they would 
perhaps work on a 5 per cent or an 8 per cent basis. 


“Tn place of that 5 per cent or 8 per cent basis which the Canadian Pacific 
Railway would pay to Foley and Company in cash, the Canadian Northern paid 
Mackenzie, Mann and Company, Limited, in stock. _ 


“Sir Henry Drayton: You say there was no allowance at all for superin- 
tendence and that sort of thing in these accounts, which is generally covered by 


.the 5 per cent or 8 per cent? 


“Mr. MitcHett: Not any for the main contractors; there was nothing 
allowed for them. 


“Sir Henry Drayton: Sir Donald Mann gave a great deal of his own 
time. Do you mean to say he was not paid for that? 


“Mr. Mircuett: That was all gone into by the Government in 1914, Sir 
Henry. 


“Sir Henry Drayton: We have it in connection with that large item of 
$200,000,000—or that sum is near enough. Your idea is that all that large item 


-(it is a large sum, of course) so.far as the $200,000,000 for the construction of 


the road is concerned, as a matter of fact no profits were obtained by the main 
contractors, Messrs. Mackenzie and Mann Company, Limited, and that the only 
profits taken out were the profits of the sub-contractors ? 


“Mr. MitcHett: That is: it. 
“ Sir Henry Drayton: Who were the sub-contractors ? 


“Mr. Mircuetnt: There were many of them, I guess all the big contractors 
in Canada and the United States. 


“Sir Henry Drayton: Your own affiliated interests, were they sub-con- 
tractors ? 


“Mr. Mitcueti: No, sir, not as far,as I know. 


“ Commissioner ACWorTH: You say this was all gone into by ss Govern- 
ment. I am a stranger to it, of course. Was it a preliminary inquiry? ~ 


“Mr. MircHetnt: Yes; sir. 
“ Sir Henry Drayton: In connection with loans in 1914. 


“Commissioner AcwortH: But was this question of the contractors gone 
into ? 


“Mr. Mircuett: The Government appointed three auditors, who came to 
Toronto and went through the books of the Canadian Northern ‘bin the begin- 
ning. Those auditors made a full report to the Government, which is covered 
by the contents of the Government blue-book. 

% 


4 * % * % * x x 


_ “Sir Henry Drayton: To complete the evidence in connection with the 
construction of lines, there is one question I should ask you. The Canadian 
Northern itself is a constructing company practically, is it not? 


~“Myr, Hanna: Yes. We are doing all our construction work. = 


“Sir Henry Drayton: Most of the construction is being done through 
Messrs. Mackenzie, Mann and Company, Limited, on the basis Mr. Mitchell 
spoke of ? 


“Mr. Hanna: Yes. 
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“Sir Henry Drayton: Most of the activities of the officers would be con- 
cerned, outside of purely operating branches, with construction work ? 
“Mr. Hanna: We had other. officers, whose main duties were to attend to 
construction only. 


“Sir Henry Drayton: I suppose Sir Donald Mann, the Vice-President, 
was in charge of construction ? 


“Mr. Hanna: He charges himself with that work. 

“Sir Henry Drayton: Sir William Mackenzie himself did a great deal 
of it too? 

“Mr. Hanna: He did, and did the financing. 

“Sir Henry Drayton: While they may not have taken profits as contrac- 
tors, didn’t the company properly remunerate them for their services? 

“Mr. Hanna: Not to the extent of one dollar. 

“Sir Henry Drayton: So that they- worked without salary ? 

“Mr. Hanna: Absolutely so. — =a 

“Sir Henry Drayton: That is a case of being too modest, because it is 
not business. 

“Mr. Hanna: That has been the experience of those two gentlemen. 
Rather one of them was ever on a Canadian Northern Voucher List to the 
extent of a dollar. 

“ Sir Henry Drayton: Nor of any of their subsidiaries? 

“Mr. Hanna: Not one. 


“Sir Henry Drayton: So that while they were working on construction 
work, neithersthe company nor anybody else paid them any profits at all. 


“Mr. Hanna: That is right.” 


The result of our inquiries leads us to the conviction that both Sir William 
Mackenzie and Sir Donald Mann had a firm belief in the ultimate success of their 
undertaking, and in their own ability to carry it to a successful conclusion. 

It was therefore obviously in their interest, as owners of all the common stock, 
that the road should be as well located and as economically constructed as possible. 
And they did their utmost to attain this end. The success of their endeavours 
may be judged from the fact that Canadian Northern construction from Tollerton 
(120 miles west of Edmonton) to Vancouver cost $88,629 per mile, while the 
construction of the Grand Trunk Pacific from Wolf Creek (on the opposite side 
of the Athabaska river from Tollerton) to Prince Rupert cost $112,000 per mile. 
It is true that the Canadian Northern had the benefit of the “tote” roads built by 
the Grand Trunk. Pacific between Pembina river and Resplendent, as the Grand Trunk 
Pacific was first in the field; but as against that it had to face higher costs of labour 
and material. We believe that, speaking generally, one consideration may be set off 
against the other. Again, the cost of construction of the Canadian Northern from 
Port Arthur east to Montreal can be compared fairly to the cost of the construction of 
the National Transcontinental from Winnipeg to Quebec. The cost of the Canadian 
Northern was $52,602: per mile, including in this amount interest at 5 per cent during 
the construction period, but excluding the Montreal passenger terminal. The cost of 
the National Transcontinental was $93,735 per mile, including interest at 3 per cent 
down to December 31, 1914, but excluding the cost of the Quebec bridge. 
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Canadian Northern Successes and Failures. 


The mistakes that have been made by the proprietors of the Canadian Northern 
lie in unnecessary duplication of lines and in reaching out into territories offering but 
a poor traffic return, rather than in errors or extravagances in actual construction. 

Our conclusion of the whole matter is that the moneys required for Canadian — 
Northern construction have been raised with considerable financial skill at very moder- 

_ate rates of interest, that the construction has been, economical, but that the completion 
of the system as a separate system would involve a very large capital expenditure on 
branch lines and terminals in eastern territory, and a large duplication of existing facili- 
ties; that it is impossible for the company, unaided, to complete its venture; and that 
it is absolutely vital to the interest of the country that further duplication should cease. 

Under these circumstances, have the Canadian Northern shareholders any claim to 
compensation? Not, we think, as of right. But Governments in the past have not 

taken a stand on strictly legal grounds in their dealings with other companies. There 
are grounds on which similar action could be justified in this case. The company has 
done much to develop the Prairie Provinces. Its lines there are well located, economi- 
cally constructed, and valuable for public service. Of the later constructed lines also 
we can say that they have been well located from the engineering, if not from the trafic 
standpoint, and economically constructed. And if in recent years the Canadian, 
Northern shareholders were carried away by a wave of unreasoning optimism, at least 
it may be said for them that almost the whole population of Canada shared their 
expectations. We think that, on the whole, the equity of the case would be met, if 
the Canadian Northern shareholders were permitted to’retain a moderate portion of 
the $60,000,000 of shares which they now hold. 


e 


Arbitration Recommended. 


But under the scheme we propose, the Trustees will operate the Canadian Northern 
lines as part of a combined system. It will be impossible, therefore, for the Canadian 
Northern Company, as such, ever to earn a dividend on its separate stock. We sug- 
gest that, if it is decided to permit the present shareholders to retain a portion 
of their holding, the Act of Parliament constituting the Board of Trustees 
shall contain a provision for arbitration between the Trustees and the Canadian 
Northern Company and establishing an arbitration board to act forthwith. The 
Trustees should appoint one arbitrator and the Canadian Northern shareholders the 
other, and the two arbitrators should agree on the appointment of an umpire; failing 
agreement, an umpire should be appointed by the Chief Justice of the Exchequer 
Court; and the decision of the board should be final. 

The arbitrators should be empowered to decide two questions :— 


(1) What proportion of the Canadian Northern common stock may fairly 
remain the property of the present holders; 

(2) What proportion of the earnings of the Dominion Railway Company 
may fairly be regarded as attributable to the Canadian Northern lines. 


To illustrate our meaning, we will assume that the arbitrators decide that 5 per 
eent of the Canadian Northern shares shall remain the property of the existing holders, 
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and further decide that one-half of the total earnings of the Dominion Railway Com- 
pany will be fairly attributable to the Canadian Northern lines. Then their decision 
will mean that, out of any dividend declared in future by the Dominion Railway Com- 
pany, 2% per cent (one-half of 5 per cent) will be payable to the existing Canadian 
_ Northern shareholders or their transferees. We think the arbitrators should fix this 

resulting percentage once for all. It should be made a condition of the settlement that 
the minority shareholders of the Canadian Northern should by deed irrevocable appoint 
the trustees as their proxy to vote their shares. Care will of course be taken to 
provide that the Arbitration Board shall have regard only to the Canadian Northern 
lines, as they exist at the date of the passing of the Act, and that any subsequent 
increase of revenue due to the expenditure of additional public money shall be excluded 
from consideration. : | 3 


THE GRAND TRUNK SHAREHOLDERS. 


The position of the Grand Trunk Company is entirely different from that of the 
Canadian Northern Company. The Grand Trunk Company has five different classes 
of shareholders; the Canadian Northern has only common stock. The Grand Trunk 
shares represent—to what extent it is now almost impossible and quite useless to 
ascertain, for the company is over sixty years old—actual cash paid; the Canadian 
Northern shares represent no cash, only a possible reversion. The Grand Trunk Com- 
pany has always paid dividends on some classes of stock; the Canadian Northern com- 
mon stock has never even had the prospect of an immediate dividend. The Canadian 
Northern has been economically constructed and is moderately capitalized. The same 
cannot be said either of the Grand Trunk or Grand Trunk Pacific. The Canadian 
Northern has a capital of $54,961 per mile; the Grand Trunk of $127,340; the Grand 
Trunk Pacific of $98,018. Evidently the two companies cannot be treated alike. Evi- 
dently also the rights of the five classes of Grand Trunk shareholders differ widely as 
between themselves. _We have come to the conclusion that it is impossible for us to 
determine these respective rights; that any compensation made to the shareholders for 
the surrender of their shares must be made, not to them, but to the company as a whole; 
and that the directors of the company must assume the responsibility of preparing a 
scheme of equitable apportionment between the different classes, and procuring the 
assents and the legal authority necessary for bringing the scheme into force. 

Dealing with the matter on this basis, we have to consider how the fair compensa- 
tion to the company is to be arrived at. The report of the company for the year ending 
December 31, 1915, contains a statement of the share capital as follows :— 
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SraTeMENT of Stock and Share Capital Created Showing the Proportion Issued 31st 
December, 1915. 


Amount 
Description. Created or Amount Amount 
Sanctioned. Issued. Unissued. 
£ Bode ue S: acl. £ s. d. 
Four per cent guaranteed stock.............. 0.0... 12,500,000 0 O| 12,500,000 0 0 
First preference stock, 5 p.c.......... see. 00. tees 3,420,000 0 0 3,420,000 O O 
Second preference stock, Meer a ig OND Aare 2,530,000 0 0 2,530,000 0 0 
Yhird preference stock, 4 DCU Soe tae sheet 7,168,055 4 6 7,168,055 4 6 
Total, Preference Stocks. ).523... 7. | 25,618,055 4 6] 25,618,055 4 6 
Ordimaty tock 2s, ee 24,797,761 2 7 23, 965,436 17 3 17 3] 842,324 5 4 
eYaHC. = COAL fk Wan sage eR eee 50,415,816 7 1| 49,573,492 4-9 9|£842,324 5 4 


The total issued may be taken in round figures as $240,000,000, It will be seen 
that roughly one-half is preference and one-half ordinary stock. The London Stock 
Exchange valuation of this nominal $240,000,000 is at the present time something like 
$70,000,000 or $75,000,000—ranging from about 56 for the 4 per cent guaranteed stock, 
which for ten years has received its dividend in full (except in one year when it went 
one-half per cent short), down to about 10 for the ordinary stock, which has never 
received a dividend. The table below shows the dividend history of the last ten 


¢ 


years :— 
Granp Trunk Ramway of Canada—Dividends Paid. 
Year. . Guaranteed. 5% First 5% Second | 4% Third 
Toial. 
Preference. Preference. Preference. 
iy $ Cle ees 8 eo ets. 7, $ cts} 7 $ cts. $ cts. 
1906 4 1,520,404 60 5 831,428 64 | 5 615,244 16} 3 1,046,036 84 . 4,013,114 24 
1907 4 1,638,952 95 5 831,428 64 | 5 615,244 16} 3 1,046,036 84 4,131,662 59 
1908 29... 4 1,861,121 49 } 5 831,428 64 | 24 307,622 08 |..... Ba ee Ske eed 3,000,172 21 
1909 4 ~ 1,916,522 07 5 -O81,428: 642 1D... 615,244. 1G ee age ae ete 3,362,194 87 
- 1910 4 1,960,171 50 5 831,428 64 | 5 615,244 16 4 174,339 47 3,581,183 77 
Wits.) 4 2,080,161 11 5 831.498 64 |5 615,244 16 | 14 523,018 42 4,049,852 33 
1O1Se at Ode 4. iD, 351,148: 07 5 831,428 64 | 5 615,244 16 | 25 871,697 36 4,669,518 23 
191s 4 2,417,871 06 5 831,428 64 | 5 615,244.16 | 2% 871,697 26 4,736,241 22 
1914 ce oo Bh ee LOO, LOO OTe rue, oe rae ct Paseo Meek As en owe ERG seals aie 2,129,166 67 
LOLG ete AD, 48d, BOOP 1). sage Rae ee h oats Sate ieee iT ter grey coe ee ee a 2,433,333 33 
a 20,307,852 85 6,651,429 12 4,614,331 20 4,532,826 29 36,106,439 46 
10-year _ — — 


average.\.3|.... 2,030.785 28 655,142 91 461,483 12 453,282 63 3,610,643 94 


It will be seen that the average amount paid in dividends has been $3,600,000 per 
annum. So the Stock Exchange valuation practically capitalize the dividends on 5 
per cent basis. And this, in a rapidly developing country, might be reasonable, if the 
dividends had been earned and could be maintained. But in view of the statement of 
the company’s own officers that $21,000,000, which ought to have been spent out of 


revenue for maintenance has not been so spent, it cannot be contended that the divi- 


dends have been earned. ~Jn view of the further fact that the company has to face 


s 
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immediate liabilities of over $5,000,000 per annum in connection with the Grand 
Trunk Pacific, and of the statement of its own officers that a capital expenditure of 
$30,000,000 is immediately required on its own lines to put the company in proper 
condition to do its existing business, it can ( ‘ill less be contended that the dividends 
are maintainable. It cannot therefore be expected that the Trustees should acquire 
the stock from the shareholders on the basis of past dividends. Even if the Government 
were to relieve them entirely, as suggested by their president, of their unfortunate 
Grand Trunk Pacific venture—and as we have already said, we cannot think that this 
request can be reasonably justified—it is evident that the Grand Trunk Company :is 
not, and will not be for some time to come, in a position entitling it to pay out any 
money at all in dividends. We regard the entire share capital of the company as being 
intrinsically of but small value at the present time. On the basis of present value of 
maintainable income the fair compensation would be very small. 


Terms of Purchase Recommended. 


But we do not think that this is the only basis on which the people of Canada 
should proceed. We think this is a case for generosity rather than strict justice. 
Canada is under obligations to the Grand Trunk shareholders, who, in the early days, 
with but small Government assistance, and in competition with the railways of the 
United States with their vastly greater resources, built up the first Canadian railway 
system. In later times the company has had further to meet the competition of heavily 
subsidized Canadian rivals. And it cannot be said that at any stage of its history the 
shareholders have obtained excessive profits on their enterprise. On the whole we 
recommend that, on condition of the surrender by the Grand Trunk Company of their 
entire share capital, guaranteed, preferred, and ordinary, the Trustees grant a certain 
annuity, charged as a working expense on the whole undertaking of the Dominion, 
Railway Company, for the first seven years, increasing at the termination of that period 
by something like 40 or 50 per cent. We have left the figures blank as there will be 
questions of cash in hand, value of stores, etc., which must make the precise figure sub- 
ject to negotiation. But our meaning is that the first figure should be a moderate but 
substantial percentage of $3,600,000 (the average dividend payment for the last ten 
years). 

Real Value of Grand Trunk Property. 

We appreciate that shareholders outside Canada, who can hardly be expected to 
be fully conversant with the management of their property, will not only fail to see any 
generosity in this proposal, when it is first made to them, but will believe they are being 
treated with less than justice. We think it therefore well to set out here in summary 
form the result of what has been set out at length in previous pages of this report. 

1. The revenue of the Grand Trunk See to dividend has been, on the average 
of the last ten years, $3,600,000. 

.2. To eatech up arrears of maintenance, $21,000,000 must be spent intiediniere 
This sum is nearly equal to six years’ dividend payments. 

3. To prevent arrears again accumulating, future maintenance charges must be 
much heavier than in the past; not less than $2,500,000, according to the President’s 
judgment, on equipment alone. 
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4.'To put the property in proper condition to deal with existing business, 
$30,000,000 of new capital needs to be spent at once. Even supposing the company 
could raise this capital, and only had to pay 5 per cent for it, it would cost an additional 
$1,500,000 per annum. De ieee A 
And this is on the Grand Trunk lines alone, independently of the company’s liabili- 
ties in respect of the Grand Trunk Pacific. These further liabilities, amounting to 
over $5,000,000 a year at the present time, and increasing in the near future to over 
$7,000,000, need not be again detailed. The chairman of the Grand Trunk in his letter 
to the Prime Minister of Canada, dated December 10, 1915, has stated: ‘“ Under present 
circumstances it is quite impossible for the Grand Trunk Railway Company to meet 
the extra liabilities arising from the Grand Trunk Pacific Railway.” And in his 
evidence at our inquiry in Montreal on February 24, i917, the president of the Grand 
Trunk stated, not only that it was an impossibility for his company to carry out their 
contract, but that it always had been impossible. And yet there is no question of the 
company’s legal lability on the contract. And it is the Grand Trunk Company 
that is primarily responsible for the initiation of the Grand Trunk Pacific enterprise. 


THE INTERCOLONIAL AND NATIONAL TRANSCONTINENTAL. 


We have recommended that the Intercolonial and National Transcontinental Rail- 
ways be handed over to the Trustees. And this recommendation we make for various 
reasons. We are opposed, as we have already said, in principle, to Government opera- 
tion, and this principle applies to these railways just as much as to the Canadian 
Northern, Grand Trunk, and Grand Trunk Pacific. But, apart from general principles, 
there are many strong arguments for the transfer in the special circumstances of the. 
case. , 

Transfer of National Transcontinental Recommended. 

Dealing first with the National Transcontinental it is evident the line cannot be 
left as itis. Its very name implies that it was built as a National Highway from ocean 
to ocean. It cannot be left to terminate in a dead end at Winnipeg. Its prospects of 
becoming a paying concern, and making to the people of Canada an adequately finan- 
cial return for the $160,000,000 they have invested in it, are not very good in any ease, 
but its prospects are hopeless if it terminates at Winnipeg. Winnipeg is primarily a 
collecting and distributing, rather than a producing centre. What it does produce, 
goes mainly westward. The Canadian Pacific Railway can collect and distribute in the 
West; it can collect and distribute in the East; it has its own ocean ports and cross-- 
Atlantic connections; and the whole of its traffic between East and West it will carry 
over its own road, between Winnipeg on the one hand, and Toronto, Montreal and the. 
ocean ports on the other. Exactly the same thing must happen in the case of the 
Dominion Railway Company, once the Canadian Northern, Grand Trunk, and Grand 
Trunk Pacific companies are combined into one system. If the National Transconti-. 
nental Government Railway is left out of this system, it will starve. 


Transfer of Intercolonial Recommended. 
IN THE LOCAL INTEREST. 
We recommend the transfer of the Intercolonial on three practical grounds: the- 
interest of the Maritime Provinces; the interest of the Canadian taxpayer; and the: 
interest of the railway undertaking itself. 
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Speaking generally, the growth of the Maritime Provinces in the last twenty years 
has Leen slower than that of the rest of Canada. And yet raw materials are readily 
accessible, and wages are certainly as low as elsewhere. Now a large and important 
part of these provinces is served only by the Intercolonial; the Intercolonial is merely 
a local line, terminating at Montreal, and with no direct connection with the markets 
of Ontario and the West; and the Maritime Provinces have suffered from this isolation. 

The recent congestion on the Intercolonial has clearly demonstrated the inadequacy 
of its facilities to cope with its business. Either it must construct its own terminals at 
Montreal, which would cost not less than $10,000,000 to $15,000,000, and would be a 
further instance of unnecessary and wasteful duplication of facilities at the public 
expense, or it must have access as of right to the Grand Trunk terminals, where at 
present it comes in only subject to the primary regard of the Grand Trunk for its own 
business. That it is in the interest of the inhabitants of the Maritime Provinces to be 
served, not by what is after all only a glorified branch, but by a great through system 
opening up to them all the markets of the country on an equality with Montreal, 
Toronto, and the other manufacturing centres, admits of no doubt. And it is in the 
interest of Canada also, for if one member of the body gains all the members gain. 

The absorption of the Intercolonial in the Dominion Railway Company would 
further afford the opportunity for redressing a hardship from which the Maritime 
Provinces at present suffer. The Intercolonial pays no local taxes, and this exemption 
should cease. It never, in our opinion, had any justification. A municipality, whose 
streets are subject to the burden of Intercolonial railway crossings, has precisely the 
same claim to treat the railway as a ratepayer and assess it for local taxes, as if the 
crossings belonged to the Canadian Pacific Railway. Exemption of public institutions 
used for purely public purposes may perhaps be justified; but in the case of a railway, 
local taxes are as much a part of operating expenses as transportation or maintenance 
charges; and they ought to be paid, whoever may be in control of the railway operation. 

We are aware that thereisa widespread impression in the Maritime Provinces 
that the Dominion Government is implicitly pledged to give them low rates. Lest 
there should be any fear that these alleged rights might-be interfered with, we think 
the Act-of Parliament should provide that no general increase of the local rates at 
present in force on the Intercolonial shall be made by the Trustees without the pre- 
vious assent of the Railway Commission. 


IN THE GENERAL INTEREST. 


Secondly, we recommend the transfer of the Intercolonial in the interest of the 
Canadian taxpayers. The capital cost of this railway, according to the returns of the 
Department of Railways and Canals for 1916, is $106,812,705.25. To pay interest on 
this investment the railway ought to earn a net revenue of, say, $5,000,000.. It has 
indeed recently been ingeniously argued that it ought to have earned interest at a 
commercial rate from its first inception, and that all the interest that it has not earned 
ane its whole existence ought to be capitalized and compounded to ascertain the 
real cost of the railway to the people of Canada. 

We cannot aceept this somewhat fantastic argument. If this theory were accepted, 
it is manifest that a similar course ought to be followed in the case of ordinary railway 
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companies. Interest which, of course, has never been paid, ought to be calculated in 
the same way, on all the cash subsidies which private lines have received and on the 
value of all the land grants which they have obtained, and all this ought to be carried 
into an imaginary account on which imaginary earnings ought to be obtained. 
Further, the capital account, of every railway company ought to be recast in the same 
way, so as to carry forward into the account the money that ought to have been paid 
for dividends on the share capital, in years when either no dividends or only insuffi- 
cient dividends were in fact paid. 

Whatever question there may be as to the propriety of endeavouring to earn 
interest on capital, it will hardly be questioned that the line ought to be so managed 
as at least to earn operating expenses, including therein a proper allowance for taxes. 
And even ignoring the early history of the undertaking, and considering merely the 


years from 1889-1916, during which the greatest advance has taken place in Canada, 


and the traffic of Canadian railways has shown the greatest increase, the Intercolonial 
has paid no taxes and still not earned operating expenses. During this period the total 
operating deficits reported amounted to $11,188,885.50. The total operating surpluses 
amounted to $1,651,239.73. In addition, however, there was, in the years 1912-16, an 
amount of $3,046,406.86, charged to working expenses and devoted to renewals, which 
under the accounting methods in force before that date would have been credited to 
surplus. Adding together these two latter figures, and deducting them from the deficit, 
we find that in the twenty-eight years from 1889-1916 there was an accumulated deficit 
on operation of $6,491,232.91. 

And this is not all. Down to the year 1908 no charges were made against revenue 
for necessary renewals and replacements. Now, when the plant is added to and 
improved, it may be right to charge to capital the excess cost of the addition. But 
charging to capital the cost of mere renewals and replacements cannot be justified. 
From 1908 till 1911 there was charged to operating expenses, under the head of renewals 
of rolling stock, rails, and ties, the sum of $510,000 per annum. But this was quite an 
inadequate allowance, as is shown by the fact that since then, in addition to the 
annual $510,000, the further sum of $3,046,406.86, already mentioned, has also been 
charged to renewals. 

The result of charging such items as renewals to capital account is clearly shown 
by the growth of the cost of the railway per mile of line. In the case of a new line, with 
constant extension of territory and the necessity for new terminals and increase 
of equipment, such a figure may not prove much. But in the case of an old-estab- 
lished property like the Intercolonial, it certainly, in part, indicates operating losses 
and improper capital inflation. The return of mileage for the year 1899 shows 1,815 
miles, with a cost per mile of $37,957.36. For 1911, the mileage is shown to be 1,455; 
and the cost per mile is returned as $57,419.87. In thirteen years, therefore, the capital 
cost of the system per mile had been increased on the system’s books no less than 
51-27 per cent. During the same thirteen years, surpluses of $1,594,954.64 and deficits 
of $3,915,193.89 were reported. It is obvious that the Ses were illusory and the 
deficits much greater than returned. 

Since 1911 the cost per mile has further increased, but this is largely due to expen- 
diture in connection with the new Halifax Terminals, legitimately charged to capital. 
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And since 1912 that the proper practice of charging renewals to working expenses 
has been adopted. 


% 


IN THE INTEREST OF GOOD MANAGEMENT. 


Lastly, we recommend the transfer of the Intercolonial in the interest of the under- 
taking itself. We have no doubt that it will be better operated as part of a great system 
than it ever can be as an independent property. It is not to be expected that able and 
ambitious men will do as good work on a mere local railway, with scant opportunities 
of advancement or distinction, as when they have the chances of promotion which a 
great system affords. If their prospects are bounded by the horizon of the Intercolonial, 
they will either grow slack or carry their services elsewhere. We have already referred to 
the economy which can be effected by the establishment of joint terminals in Montreal. 
And the same thing is true in the matter of equipment. A nation-wide system can 
average its provision of rolling stock, and meet temporary shortages in one place from 
temporary surpluses in another. A small concern can only provide rolling stock to meet 
maximum requirements, on condition of having a surplus standing idle for the greater 
part of the year. : 


‘Minor Recommendations. 


We think the Trustees should not be required to accept the responsibility for 
various undertakings connected with the railway lines transferred to them, such as, 
for example, the Grand Trunk Pacific Dry Dock at Prince Rupert, and the proposed 
harbour improvements at Halifax. We would leave the Trustees to settle by agreement 
with the Government the list of property not to be transferred to them. 

In the case of some of the constituent companies! of the Canadian Northern, of 
which the Canadian Northern Quebec is the most important, the parent company, 
though in every case it has a controlling interest, does not own all the shares. We 
think the. Trustees should at an early date, by agreement or by legal procedure, take 
steps to acquire the outstanding shares. This is desirable, not only to avoid possible 
conflict of interest hereafter, but also to avoid any necessity for keeping’ separate 
accounts. . 

We find that the title to certain property which is used for railway purposes has 
not yet been vested in the Canadian Northern. It was among the conditions on 


1 The list is as follows :— 


Held by or 
on behalf | Held Outside 
Railway. nee ead Te | of Canadian | of Canadian | Percentage. 
ve Northern. Northern. 
$ $ $ 

Canadian Northern Quebec Railway Co .... . 9,550,000 { rea 2,405,400 aj4°7 
Quebec and Lake St. John Railway Co ... .. 4,524,000 4,002,800 521,200 88°46 
Duluth, Winnipeg and Pacific Railway Co.. . 6,000,000 3,060, 000 2,940,000 bis 


There are also outstanding small amounts of from 500 to 3,000 shares in other companies. 
But these are presumably only, directors’ qualifications. 

aThe Canadian Northern Railway Company owns $2,000,000 stock of the Canadian Northern 
Quebec directly; it also owns 71.9 per cent of the stock of the Northern Consolidated Hold- 
ing Company, Limited, which owns $5,144,600 stock of the Canadian Northern Quebec. 
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which the Government loan of $45,000,000 was granted in 1914, that this should be 
done. We pointed the omission out to Mr. MacLeod, the company’s general manager, 
who stated that it was merely on oversight, and that the intention was that all titles 
should be got in. 

In cases where the title has not been got in, it is, we understand, in the hands 
of afiliated interests. We say “we understand” because in the limited time at our 
disposal we have not attempted to have search made of all the different titles involved. 
It is clear, however, that all lands on which there are Canadian Northern rails, 
whether main or siding tracks, or switches leading to its elevators, or team tracks, 
aught to be vested in the company, and not left in the hands of any affiliated interest 
.or constituent or a subsidiary company, even although the Canadian Northern Com- 
pany may have a stock control of the company. 

We think that the Act should vest in the Canadian Northern Railway Company 
all lands which have actually been put to the purposes of the railway system, subject 
to all equities (other than those of any of the affiliated companies, or of Messrs. 
Mackenzie & Mann, Limited, or of those gentlemen in their personal capacities) 
butstanding at the date of the publication of this report. 

We think that the Act should also refer to the Exchequer Court for arbitration 
the question of all other outstanding equities, if any. It is of course manifest that, 
. to the extent to which outstanding claims may be found to exist, reductions would 
have to be made in the valuations which we have placed upon the assets of the 
Canadian Northern Railway Company. 

The Trustees will also have to consider at an early date the position of the holders 
of the Canadian Northern 5 per cent Convertible Income Debentures. These deben- 
tures to the amount of $25,000,000 were placed in London, in tHe years 1911 and 1912, 
some of them at a considerable premium, and the company obtained more than 
$24,000,000 in cash for them. The trust deed under which they were issued charges 
‘them upon the assets of the company subject to existing charges; but entitles the 
holders to receive interest only from income if ‘earned. Since June, 1915, no interest 
has been paid. The Dominion Government in 1914 recognized that in respect of capital 
those Income Debentures rank in front of the Government’s own loans. But the 
income on them is not being earned. Nor is it likely to be earned, at any rate in full, 
in the proximate future. The fact, however, that they are a charge upon the assets, 
or rather upon certain assets, and upon the income, if earned, of the Canadian Northern 
or some portions thereof, might cause complications in the operations and accounts of 
the unified system. And we think that on its own merits their case is entitled to 
sympathetic consideration. We think that the Trustees should negotiate a settlement 
with the holders, on the basis of substituting for their right to 5 per cent in the 
indefinite future a right to receive either a lower rate of interest, say, perhaps 
3 per cent, from the date of vesting the Canadian Northern in the trustees; or in the 
- alternative, say, 1 per cent at once, 3 per cent after a certain date, and 5 per cent from 
and after a date still further postponed. 


Legal Position of Trustees. 
The Trustees would hold the Intercolonial and Transcontinental lines as legal 
owners of the physical property, and they would hold the Canadian Northern, Grand 
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Trunk, and Grand Trunk Pacific through their ownership of the capital stock. The 
existence of these three companies, and also of their various subordinate companies, 
would nominally continue unchanged, and there could consequently be no question of 
the disturbance of the rights of the bond and debenture holders. 


OPERATION. OF DOMINION RAILWAY COMPANY. 


So soon as the railways above specified have been transferred to the Trustees, we 
recommend that they should proceed to operate them under their own control. Some 
time must necessarily elapse before all the transfers are made. But we see no reason 
why the Trustees should not take charge of each railway as soon as the arrangements for 
its transfer are completed. The ultimate purpose, to be kept in mind from the beginning 
should be that all the railways should be operated as one system. For purposes of day to 
day management there should, we think, be established an Operating Committee, as 
members of which the Trustees should have power to add to themselves not more than 
four officers having the rank of vice-presidents. Sitting in this committee, these officers 
should have votes equally with the Trustees. But all matters of policy and finance 
should be reserved for the Trustees alone. We would leave it to the future discretion of 
the Trustees whether they would operate the railways as a single system from one centre, 
or whether they would constitute two, or it may be more, grand divisions.! 


Finance of Dominion Railway Company. 


Under the scheme which we recommend the Trustees will enter into possession of a 
complete and self-contained system of 20,000 miles. The present fixed charges amount 
to about $34,000,000 per annum, or $1,700 per mile. If we allow another $6,000,000 for 
annuity to Grand Trunk shareholders, for composition with Canadian Northern Income 
Debenture holders, and for interest on new capital required immediately, there will be at 
the outset fixed charges of roughly $40,000,000 or $2,000 per mile. In respect of the 
3,777 miles of this system which are comprised in the present Government Railways 
there will not be a single dollar of bonded indebtedness. And this fact will be of con- 
siderable help to: the Trustees in their necessary financing. We assume that, in addition 
to the purchase of equipment by means of equipment trusts, it will be necessary to raise 
a good many million dollars for improvements and betterments, some of which, such as a 
new Grand Trunk yard at Niagara Falls, are very urgently needed at the present 
moment. We suggest that a General and Refunding Mortgage be created, charged first 
upon the Intercolonial and Transcontinental lines, and secondly upon all the remaining 
lines of the system, subject to the existing 1nortgages. The amount of the mortgage 
should be unlimited. The rate of interest on each issue should be determined at the 
time the issue is made. We do not think that an express guarantee of the Government 
would be required. For the Intercolonial, which has no bonded indebtedness is now 


1We understand that the Canadian Pacific Railway had at one time independent operating 
and traffic vice-presidents, for the lines East and West respectively ; but that of recent years 
this has been changed; and that now the whole system is controlled from one centre, and that 
the Canadian Pacific Railway Board are satisfied that the change has been an improvement. 
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earning a substantial net income, and when it becomes part of a great system we cannot 
doubt that this net income will increase. In any case the guarantee should be unneces- 
sary in a comparatively short time. For a system of 20,000 miles in a rapidly develop- 
ing country should be able, before many years are out, to carry unaided bonded. indebted- 
ness, which would not, we estimate, need much to exceed $2,000 per mile. 


Operation to be on a Commercial Basis. 


We have recommended that the Intercolonial and the Transcontinental lines should. 
be handed over free of cost for the reasons which we have given above. But we think it 
should always be borne in mind, both by the trustees and by the public, that the real 
capital of the new system includes the cost of these lines. In other words the trustees 
are responsible for a return, not merely on the. capital of the companies’ railways 
acquired, but also on the capital invested in the Government railways. For though the 
Government railways have no separate capital account, properly so called, their construc- 
tion has cost the people of Canada $27 6,000,000, and the people of Canada are paying 
interest on this amount every year out of the general taxation of the country. 

We would go further and lay it down in terms in the Act of Parliament creating the 
Board of trustees that it was the duty of the trustees to operate their system as a 
commercial concern, and to make no general reduction in rates, unless ordered so to do 
by the Railway Commission, until interest at a reasonable rate was earned on the whole 
capital value of the undertaking. And this for two reasons. We believe that the 
obligation to work the system as a commercial concern in competition with a well 
established and well equipped rival will be a stimulus to efficient and economical 
management. And further we think that reductions, in favour of certain classes of 
business and certain commodities, which bring the railway rates below a reasonably 
remunerative basis, are wrong in principle. Their effect is to conceal the fact that a 
bounty is being given to certain persons and certain places at the expense of the 
community at large. If bounties are to be given, as to which it is not for us to 
express an opinion, we think they should be openly voted by Parliament, and not given 
under the disguise of a railway rate reduced to an unremunerative basis. 


Wide Powers to be Given to Trustees. 


We consider that, subject to the jurisdiction of the Railway Commission, the 
trustees should have the widest powers in the management of their undertaking. They 
will have to decide how best they-can secure both efficiency and economy by combining 
what have been hitherto competing systems. They must decide what new connections 
can be made to provide shorter routes; which lines shall be operated as main lines and 
which only as branches; in what cases two single lines can be uséd as one double line; 
where new extensions can be profitably built; how new capital can best be provided ; 
whether any of the existing lines shall be, at least temporarily, abandoned. But they 
should always keep in mind that the intention is, not to establish local monopolies, 
but to maintain reasonable competition between their system and that of the Cana- 
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dian Pacific Railway. They must have discretion to say how far net profits are 
imperatively required for railway purposes, and how far they may be safely taken to 
pay a dividend on the share capital. In a word, we would entrust to the trustees all 
the responsibilities and powers which in an ordinary company are divided between the 
directors and the shareholders. We believe that the desire to render the best possible 
account of their stewardship to the people of Canada will be a sufficient motive to 
induce them to manage the railways efficiently and economically. 


Financial Responsibility of Government. 


We have recommended that the Government should assume responsibility towards 
the trustees, but not directly towards the present holders, for the interest of all the 
securities charged on the new combined system. We cannot attempt to forecast with 
any accuracy what that liability will be, but the following table which we have compiled 
shows the results for the year ending June 30, 1916, of the operation of the various 
undertakings which we propose should be put together. 
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Prospects of Dominion Railway. 


From this table it will be seen that there was a nominal surplus of income over 
- expenses and fixed charges of $2,365,000. But the above figure took no account of 
interest which had to be provided for on the Canadian,Northern, Grand Trunk Pacific, 
and Grand Trunk Pacific Branch Lines, amounting together to $12,650,000; nor for a 
loss of some $250,000 on the operation of the Prince Edward Island Railway. The total 
of these items is $12,900,000. Deducting the surplus, it would appear that, if these 
railways had been in the hands of the trustees for the year ending June 30, 1916, and 
if all the capital charges had been met out of income, the trustees would have had to 
call upon the Government for about $10,500,000 to make up the deficiency. 

We assume that the results for the year ending June 30, 1917, will not be greatly 
different. Gross receipts may rise, but operating expenses are rising fast, more especially 
owing to the high price of coal, the sev ere weather, and the congestion of traffic. When 
the trustees assume office they will have to face, in addition to the present interest 
charges, the cost of settlement with the convertible income debenture holders of the 
Canadian Northern, of the annuity payable to the Grand Trunk shareholders, and the 
interest on the capital necessary to complete the system and to make urgently needed 
betterments and additions. Further, for reasons we have already given, we do not 
consider that the Grand Trunk dividend is a real net surplus. It ought to go back 
into the maintenance of the property. On the other hand, the economies resulting 
from the amalgamation of the Canadian Northern, Grand Trunk, and Grand Trunk 
Pacific systems ought to be very large, as soon as time is allowed for the elimination 
of wasteful duplications. We do not venture to predict; but we should hope that the 
economies will at least balance the additional charges for new capital. 

Tf then we take as a starting point a deficiency of roughly $12,500,000 a year; if 
we assume that this will not seriously increase for the next year or two, but will not, on 
the other hand diminish; then in order to reach a position of solvency, the Dominion 
Railways would need to earn an additional gross income of some $50,000,000, and to 
retain one-quarter of that amount as net. The present gross income is well over $100,- 
000,000; and it is not unreasonably sanguine to hope that it may increase 50 per cent 
in the course of six or seven years, if Canada continues to progress at a normal rate. 
But that depends, not on railway management, but on the inealeulable future. 

We do not make any detailed estimates either of probable earnings or of probable 
reductions in operating costs to be obtained by the trustees’ system. We have, how- 
ever, every confidence in the country, its resources and possibilities. ~- 

The Canadian Pacific has been and is a great success. Combined under a common 
management, with one evenly balanced transcontinental system in the place of two dis- 
jointed ones, with adequate branches both in the West and in the East, we are confident 
that in the not far distant future the success of the Canadian Pacific ought, at least to 
a very large extent, to be repeated. The ceion Railway at an early date should 
have an operating revenue as large as that of the Canadian Pacific. With proper 
economic and politically undisturbed management, the attainment of a satisfactory 


financial result is only a question of time. 
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Specimen Economies Resulting’ from Combination. 


We will not risk embarrassing the future management by enumerating possible 
economies in detail. But it is clear that very considerable savings van be made by 
the amalgamation of duplicate outside and local agencies; by joint stations and joint 
service at many points; by coupling up the Prairie branches so as to afford the 
shortest outlet to market centres and the like. Great economy can also be secured in 
operation of the through traffic. East of Winnipeg this will require a small amount 
of new capital expenditure. We understand that the land between Cavell station on 
the Transcontinental and Longue Lac station on the Canadian Northern lends itself 
to cheap and easy railway construction. ‘The distance is 35 miles. ‘By the construc- 
tion of this short link, a great saving of operating mileage can be made, and the best 
portions of both systems utilized. By the combinations of tle Transcontinental from 
Winnipeg to Cavell, the new link from Cavell to Longue Lac, and the Canadian 
Northern forward from that point, a route superior from every point of view to the 
existing routes can be formed for Toronto businesss. The Winnipeg-Toronto 
mileage by this route would only be 1,197 miles. This is shorter than any 
of the three existing routes, which are as follows: Canadian Pacifie, 1,232; Trans-- 
continental and Grand Trunk, 1,256; Canadian Northern, 1,309. The combined 
route will also greatly improve the handling of traffic from Port Arthur to all points 
on the Transcontinental east of Cavell. This traffic at present is hauled back to 
Superior Junction, 188 miles to the northwest, before it starts on its eastward journey. 
And at present much of the coal used on the line follows this roundabout route. For 
grain sent east from the Port Arthur elevators to Quebec and beyond, the combined 
route will also offer better facilities than either line could afford separately. 

Similar economies can be secured west of Winnipeg, without any expenditure 
beyond that necessary for coupling up closely adjoining tracks. The Winnipeg-Van- 
couver route can be shortened 40 miles. We need not multiply instances or attempt 
to translate the resulting economies into dollars. It is sufficient :to say that the mere 
running expenses of a through freight train are not less than 80 cents a mile. Fifty 
miles means $40. Multiply this by 365, and there is a saving of nearly $15,000 per 
annum on each train, sufficient to pay the interest on $500,000 Grand Trunk Pacific 
3 per cent Dominion guaranteed bonds. And this is only the mere running cost, 
and takes no account of other transportation expenses or of the reduction of main- 
tenance expenses due to ceasing to maintain superfluous tracks, 


PART: vi; 
THE DOMINION AND THE PROVINCES—PUBLICITY—GENERAL. 


Railway Commission Control. 


We have referred more than once in this report to the Board of Railway Com- 
missioners for Canada, and have recommended that the system of the trustees should 
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be subject to their jurisdiction. We attach great importance to this recommendation. 
Hitherto this Board has had jurisdiction only over the railways thateare in the hands 
of companies. It has had no jurisdiction over Government lines. We think that this 
distinction cannot be justified, and that the Commission should have jurisdiction over 
all railways other than those operating solely under provincial charters. The publhie 
‘may from time to time have just cause of complaint against the management of any 
yailway. It is not right that any one, even a Government official or a public trustee, 
should be judge in his own case. Moreover, unless the final decision in matters of rate 
policy and the like is in the hands of a single authority, there may be in Canada two 
conflicting policies at the same time. There is yet another reason on which we would 
tay stress. Railway policy is a sealed book to the ordinary citizen. Why tariffs should 
be fixed as they are, why the train service should not be arranged so as better to suit his 
i ndividual requirements, why cars cannot always be available for everybody everywhere, 
he cannot understand. The normal attitude of the public towards the railway manage- 
ment, whether in the hands of a company or a Government, is one of mistrust, if not 
of active hostility. It is a good thing both for the railway itself and for its patrons to 
bring the management out into the open; to have the reasons why such and such ‘eon- 
ditions exist, why certain concessions demanded cannot reasonably be granted, frankly 
-explained in public. If there is nothing else gained, it is a great thing to have brought 
| the complainant and the railway officer face to face. Even when they fail to agree, 
they are likely to understand each other better in the future. 


Commission to Report on Charters. 


In a second respect also we recommend that the jurisdiction of the Railway Com- 
mission should be enlarged. Charters for new railways are granted by the Dominion 


granted for 37,862 miles of line. Only 453 miles were actually built. In the two fol- 


lowing years there were granted, according to a statement made in the Senate by the 
Parliament in great numbers. In the years from 1900 to 1908, 116 charters were 


Hon. Mr. Davis, on April 6, 1910, respectively, 68 charters for about 68,000 miles, 
and 75 charters for about 75,000 miles, We think that no charter should be granted 
till the proposals made have been investigated by the Commission, and the Commission 
have reported whether or not, in their opinion, the construction of the proposed line 
would be for the public advantage. The opinion of the Commission will not necessarily 
bind the action of Parliament. But Parliament, before deciding, should have the 
benefit of the advice of an expert and impartial authority. 


Me 


And on Subsidies and Guarantees. 


“We think also that no subsidy or guarantee should be granted except after a 
similar report from the Commission; and that no subsidy or guarantee should be voted 
in any session, unless it has been provided for in the financial budget of the year: and 
unless a substantial deposit of cash or securities has been made by the premoters, to 
prove the bona fides of their application. 
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Overlapping of Dominion and Provincial Control. 


Cases have occurred in the past and may again occur in the future, in which 
vailways are chartered by Provincial Governments, competing with railways under 
Dominion charters, and so withdrawing from the latter some portion of the traffic 
required to secure the solvency of their line. This is not’ in the public interest. It 
cannot be for the general advantage of Canada that a provincial charter should be 
granted, and in most cases also provincial financial assistance given, with the result in 
the first place of withdrawing traffic from a road with a Dominion charter, and so 
forcing that road to fall back upon the guarantee which has to be met out of the 
veneral taxation of the country; and secondly, of placing upon the province a burden 

“of guarantee which the province subsequently finds itself unable to bear, and which 
ultimately it has to throw back upon the Dominion itself. The Dominion Govern- 
ment, when the Canadian Northern applied for the large loan of $45,000,000 in 1914, 
was confronted with the possibility, if not probabwity, that some of the provinces would 
default on their guarantees as the result of the entirely disproportionate liabilities 
which they had assumed. 

It would perhaps be difficult for the Dominion and Provincial authorities to 
agree upon such an amendment of the British North America Act as would for all 
time prevent the recurrence of such a situation as occurred in 1914, as a result of the 
provinces deeply pledging their credit, not for an intra-provincial, but for an extra- 
provincial undertaking; clearly outside their proper ambit. The Dominion Govern- 
ment ought, however, to use the existing powers of the Act. The policy should be 
laid down that, so-soon as any provincial legislature incorporates a railway, it becomes 
the duty of the Railway Commission forthwith to investigate the necessity in the 
public interest of its construction; and further, in cases where financial aid by 
guarantee or otherwise is given by the province, to ascertain what provision has been 
made for meeting the liabilities which may thereafter accrue. The Commissioners 
should with all speed report their findings and the evidence on which they are based 
to the Governor General in Council. And in any case in which it is found that the 
railway is not required in the public interest, or that guarantees have not been 
accompanied by proper financial provision, the Governor in Council should exercise 
his undoubted prerogative and disallow the provincial Act. It is necessary for the 
sake of the credit of the provinces as a whole to make sure that no province with a 
population of less than 400,000 shall again take the responsibility for a guarantee of 
$40,000,000 in respect of a single undertaking. | 

We think also that a single company should not be under duplicate control. 
Take for instance the Canadian Northern main line. If it is not 4or the public 
advantage of Canada as a whole, it has no justification for existence. Yet the portion 
of the line in British Columbia was constructed under a British Columbia charter; 
and a small section of the line in Saskatchewan under a Saskatchewan charter. It 


cannot be reasonable in principle that one portion of the through route should be. 


regarded as of general advantage, while another portion of the same route, feeding 
it and being fed by it, is regarded as of only local interest. And from the point of 
view of practical_administration it is highly inconvenient. We recommend that, in 
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respect of all future charters, the Dominion Government come to an understanding 
with the Provincial Governments that a railway company shall be either wholly national 
or entirely local. In other words, neither provincial charter nor provincial aid 
should be given to companies or subsidiaries of companies already possessing a 
Dominion charter;.and on the other hand Dominion aid should only be given to 
companies with a Dominion charter. 

We further recommend that there be conferred on the Commission power to 
prescribe minimum as well as maximum rates, so that reckless and unfair competi- 
tion may be prevented. A railway that gives to any members of the public a service 
below cost is unfairly discriminating against the rest. 

2 


Audit and Danlention of Accounts. 


We think it is of great importance that adequate accounts and statistics should 
be kept and published. We consider that the Board of Trustees should keep and 
furnish to the Railway Commissioners, and publish for general information, exactly 
the same accounts and statistics as the other railway companies are required to 
furnish. Further, we think the accounts of the Board of Trustees should be con- 
tinuously audited by a firm of public accountants, appointed by the Finance Minister. 
- This firm should be selected from those with special experience of railway work. And 
they should not only conduct a financial audit in the strict sense, but should be 
instructed to advise the trustees from time to time what improvement in accounting 
methods can be introduced, and what special investigations of cost can be undertaken 
with good hopes of economics resulting. It is within our knowledge that modern 
methods of cost accounting are at the present time being applied to railways on this 
continent with considerable success. And we feel that in taking over the manage- 
ment of so large an undertaking, with a mileage exceeding that of any railway system 
in the world except that of the Prussian State, the Trustees should have the benefit 
of the’ best and most up-to-date advice obtainable. The auditors should make a 
full report to Parliament once a year on the financial status of the Dominion Railway. 

The Railway Commission should in each year submit to Parliament the accounts 
received both from the Dominion Railway and from the other railway companies 
and should accompany them by a report of their own. This report should set out 
in as simple and concise a manner as possible the financial relations between the 
Dominion Railway and the Government, so that every citizen may have a clear idea 
once a year what total amount of taxation he is called upon to pay for railway 
purposes. The report would naturally divide the total charges into subsidies, guar- 
antees, and other suitable heads. And these charges should be taken up into the 
general budget of the Finance Minister as a separate and distinct entry. Any subsi- 
dies or guarantees given by the Government to railways other than those comprised 
in the Dominion Railway system should be included by the Finance Minister in the 
same statement. It must be for the Government and the people of the country to 
decide how much money they will find out of the general taxation for their railways. 
But, in order that they may decide rightly, it is essential that they should have full 
information, and that it should be brought before them in an easily intelligible form. 
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At present railways operating solely under provincial charters are under no obliga- 
tion to make returns to the Dominion Ministry of Railways. Consequently there is 
no complete record of the entire railway activities of the country. We think that the 
Dominion Government should come to an understanding with the Provincial Govern- 
ments that returns should be made to the latter by their local companies in the same 
form as is required in the case of Dominion companies, and that copies of these 
returns should be filed also with the Dominion Government. ; 


Railway Councils. 


There is another matter that we desire to bring to the attention of the Govern- 
ment and the Trustees. In several countries in Europe, more especially in Prussia, 
there has been developed with great success an organization of Railway Councils. These 
councils are both National and Regional. The National Council in Prussia is com- 
posed of: (1) official representatives of the Government Departments specially con- 
cerned with railway questions, the Ministers of Communications, Commerce, Agricul- 
ture, etc.; (2) of representatives of Chambers of Commerce, of Agriculture, of Mines, 
and othiet persons competent to speak for large sections of railway customers. The 
Regional Councils are of a similar constitution, but on a smaller scale as benefits their 
local imitations. These Councils meet twice a year or oftener, and discuss a prepared 
agenda with the chiefs of the railway service. They are competent to deal with ques- 
tions of rates and fares, facilities, extensions, improvements and all other matters 
affecting the public interest. They have no executive powers whatever. They can 
only criticize, dissuade, or recommend. But the universal testimony of competent 
observers is that the system is a success ; that the influence of the Councils is consid- 
erable, and the result harmony and absence of friction between the railway adminis- 
tration and the public. 

We do not think that the time is ripe for the formal organization of a similar 
system in Canada. But we think the central idea is valuable. And we suggest that 
the Trustees, when they get into harness, should consider the propriety of calling a 
conference of representatives of merchants, manutacturers, agriculturists, mine-owners, 
ete., and discussing with them all such questions as involve the interests of the publie 
as well as the railway. And we think the Canadian Pacific Railway should be invited 
to join the conference. If the experiment proves a success, it will no doubt be repeated. 
And we should hope it would ultimately result in a permanent organization. 


Railways in Excess of Existing Requirements. 


We feel that we ought to draw attention to another important point. There 
are now three trunk lines in existence running from Winnipeg through the compara- 
tively empty country north of lake Superior. There is very little traffic, and not 
much prospect for its early development. The through traffic will be shared, in 
what proportion the future must decide, between the three routes. But we May assume 
that the Canadian Pacific Railway will be.able to retain on its own through route all 
the traffic which it itself originates. And the two new routes will only get the 
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balance to carry. It cannot, we think, be expected that this balance will be sufficient 
for a good many years to come to make these two lines self-supporting. It seems to 
have been generally assumed that they would afford an important outlet for the grain 
- of the Prairie Provinces. Evidence that we have had before us seems to show that 
only quite a small fraction of the grain exported from these provinces has hitherto 
followed the rail even as far as Montreal. The proportion that goes through all the 
way by rail to the Atlantic seaboard must be even smaller. And there seems no reason 
to suppose that this proportion will vary to an important extent. For a difference of 
something like 10 cents per 100 pounds between the charges for rail carriage and 
water carriage respectively—and this we understand to correspond to the normal state 
of affairs—will always enable the water routes to retain their hold on the traffic. It 
follows therefore that an increase of 100,000,000 bushels of wheat exported from the 
prairies might only mean an increase of 2,000,000 bushels, that is 2,000 carloads, or 
fifty train loads, of railway traffic. This conclusion is borne out by statistics of the 
Canadian Pacific Railway, from which we find that in the year 1911, out of a total 
revenue on the Lake Superior Division (the line between Fort William and Sudbury), 
amounting in round figures to $12,000,000, less than $900,000 were earned from the 
carriage of grain and flour, including grain and flour for local consumption as well 
as for export, while $6,100,000 were earned from other freight, and $5,000,000 from 
passengers, mail and express. 

To show how much traffic is required to fill a railway up to its capacity and to 
enable it to pay interest on its cost of construction, we have made the following 
calculation. The Minister of Finance stated in Parliament on May 15, 1916, that 
in the eleven months ending February 2, 1916, which included the record harvest of 
1915, Canada exported 180,000,000 bushels. This is equal to 5,400,000 tons of grain. 
We will assume that the whole of this grain went from Winnipeg to Fort William- 
Port Arthur. There were three roads to carry it. This gives 1,800,000 tons available 
for each road. Assuming the trains to run with an average net load of 
1,200 tons—and in fact they usually carry much more—each road would need to 
run 1,500 trains, or for the eleven months an average of only “44 trains 
per diem. Evidently, even under the quite exceptional conditions of the harvest of 
1915—and how exceptional this was, is sufficiently shown by the fact that 
in the corresponding eleven months of the preceding year the export was only 
90,000,000 bushels, or just half—the three railways would not be worked to anything 
like their maximum capacity. Let us see what the net earnings would have been. 
We take the average rate for the ‘carriage of grain as 4-2 mills per ton per mile, and 
we will assume an operating ratio of only 66 per cent. Then the net earnings would 
have been 1-4 mills per ton per mile. And, as 1,800,000 tons went over each road, the 
net earnings would have been 1-4 mills x 1,800,000 = $2,520 per mile of road. 
These net earnings would pay interest at 5 per cent on a cost of road amounting to 
$52,400 per mile. Now the average cost of a mile of road in Canada is over $70,000. 
In other words, if we assume that the roads between Winnipeg and Port Arthur were 
built at an average cost, even the exceptional volume of grain traffic of the year 1915 
would not alone have sufficed to pay interest at 5 per cent on the construction cost, 
though the whole grain traffic of the prairies was concentrated on them. 
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Highway Improvement. a ‘ 

We think the Government would do well to give serious consideration to the 
question of the cost of bringing grain from the farm to the railway station. The 
desire of the farmer to reduce the cost of marketing his grain to the lowest possible 
point is natural. We do not believe that any serious reduction of rail rates can be 
expected, and no one can say what ocean rates will be in the future, but we think 
that the wagon cost is capable of considerable reduction. We find that an average 
rate per 100 pounds from Battleford, taking this as a typical point, to Liver- 
pool, may be put at not more than 50 cents by the all-rail route to Montreal. 
By water from Port Arthur, which route carries the vast proportion of the traffic, 
the through rate would not be more than 40 cents per 100 pounds on the average. 
On the other hand, typical. examples of the cost of wagon haulage have been 
brought to our notice. We find instances of a cost of 33 cents per 100 pounds 
for a distance of 12 miles, and of 54 cents per 100 pounds for 35 miles. And we 
are informed that in some cases grain has to be hauled as much as fifty miles 
to a station. In other words, in cases such as these the cost of delivery at the station 
is aS much as or even more than the total through rate from the station to Liverpool. 


What method should be adopted to cheapen local haulage is a matter for detailed 


consideration in each individual case. But, either by road improvement, coupled 
possibly with an organized system of mechanical traction, or by the construction of 


_ short spur lines of the lightest and cheapest possible type, we are persuaded that a 


good deal might be done at a very moderate expense. And we therefore commend the 
matter to the serious consideration of both the Dominion and the Provincial Govern- 
ments. 


The Hudson Bay Railway. 


We understand that construction work on the Hudson Bay line has been sus- 
pended. We think that the work should not in any case be recommended till more 
urgent needs have been met and money is more easily procurable. And if the work on 
the line is begun again, we think it should be done in the most economical manner 
possible, and only up to the standard of a local line, bearing in mind that it cannot 
be expected for many years to come to be self-supporting. Considering the small 
advantage in rail mileage from the grain-growing areas, which the Hudson Bay 
possesses over the existing routes to Port Arthur, and that from many districts it 
possesses no advantage at all; considering further“the short and uncertain period of 
navigation in the bay, and that grain consigned to Port Nelson will consequently 
always be liable to be detained there for nine months till navigation is again opened; 
considering that higher ocean freights may be expected to absorb, if not more 
than absorb, any possible saving in rail rates, we cannot believe that this route will 
ever secure any serious share in the export trade. Still less can we think that it will 
handle an import business. Unless considerable mineral wealth should be discovered 
in the territory which this line will open up, it must, we fear, continue to be almost 
indefinitely a burden upon the people of Canada. And everything that can be done 
should be done to make this burden as small as possible. 
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Steamship Connections. 


The question of steamship connections on both oceans is referred to us. We_have 
not reported on it. To deal adequately with a question of such vast range was impos- 
sible in the time and with the means at our disposal. Further, the complete revolution 
that the war has caused in the shipping trade of the world would, we feel, make any 
conclusions or recommendations based on a study of either war or pre-war conditions 
valueless for guidance after the war. The question of steamship connections naturally 
involves the question of ports. This question also we have refrained from touching. 
For port facilities depend on available steamship connections quite as much as steam- 
ship connections on the facilities available at the ports. 


Tendency of Railway Rates to Rise. 


Before concluding our report we desire to make one observation of a general 
nature. The average ton-mile rate in Canada in the last financial year was -751 cents; 
in the United States the figure was -732 cents, which is practically the same. In the 
United States it is coming to be generally understood that this rate is too low to give 
the railway companies an adequate return on their existing capital and that conse- 
quently new capital cannot be attracted to railway investment in sufficient amount 
to provide for necessary new expenditure. And this fact was to some extent recog- 
nized in October, 1914, by the Interstate Commerce Commission in their approval of 
a flat increase of 5 per cent (with certain exceptions) on all tariffs in the portion of 
the United States adjacent to Eastern Canada. And if an average rate of -732 cents 
is inadequate in the United States, where traffic is far more dense, and where climatic 
conditions are less rigorous, much more is an average rate of -751 cents inadequate 
in Canada. It is true that with the present rates the Canadian Pacific Railway pays 
a dividend of 7 per cent from railway operation. But as we have already pointed out, 
that company has some $200,000,000 invested in the property on which no interest 
has to be paid. Were this sum represented by ordinary stock, the dividend from rail- 
way operation would be not 7 per cent but 4 per cent. And the Canadian Pacifie has 
the cream of the Canadian business. 


Necessity for Immediate Action. 


It is to be anticipated that difficulties, more or less great, will need to be over- 
come before a final settlement can be reached with the Grand Trunk and Canadian 
Northern Railway Companies. We realize that, if the matter were dealt with in the 
ordinary manner, it might be a matter of months, if not years, before a final settle- 
ment was reached. The pressing public interest demands that the matter be not so 
treated. 7 

We think instructions should be given by the Government forthwith, without 
waiting for further action on this report, to the Canadian Northern and Grand Trunk 
Pacific companies to discontinue all expenditure on works in hand, unless and until 
express permission is received for their continuance. 
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We will enumerate certain other matters that will not brook delay. In the West 
the Canadian Northern is not giving, and is not able to give, adequate service to the 
grain-growers in some important districts which are dependent on its lines. The situ- 
ation in the Goose Lake district is highly unsatisfactory. The branch is in bad shape 
and is not fit to do the business offering. There is absolutely no room for doubt as to 
the lack of freight cars and the resulting inconveniences, and even in many cases dis- 
tress. In the East the position of the Grand Trunk is most unsatisfactory. Beyond 
question the system immediately requires at least 200 more locomotives and at least 
10,000 freight cars. If coal famines are to be avoided, and the proper winter movement 
kept up, the line from Burlington Junction to Fort Erie urgently requires double 
tracking. Other improvements are imperative. The question of electrification ought 
to be taken into consideration forthwith. 

If things go on as at present, the traffic conditions of this year will in all prob- 
ability return in an aggravated form next winter. The old equipment will be a little 


‘older, the roadbed will be in a little worse condition. And the situation in Eastern 


Canada has been so: bad this winter, that there has been much difficulty, specially at 
Grand Trunk points, in maintaining a supply of grain and flour from the West. It is 
imperative that strong and efficient action be immediately taken. 

Recognizing the probability of delays, caused by the efforts of the companies to 
secure better terms from the Government, we think that, in order to protect the busi- 
ness interests of the country, the Government should immediately put itself in a posi- 
tion to obtain orders appointing receivers for the Grand Trunk and Grand Trunk 
Pacific systems. We recommend that, at the present sitting of the House, an Act be 
passed constituting the Board of Trustees, so that, in case receiverships are necessary, 
the Trustees may, on the application of the Government, under its existing rights as a 
creditor, be appointed Receivers. They would then be in a position to take, through the 
courts, the necessary steps to vest the properties in the Dominion Railway Company so 
as to constitute the new system that we have recommended. Should the companies show 
themselves ready and anxious to come to a prompt agreement, actual application to 
the Courts would of course not be made. 

We feel that the appointment of receivers is not in the interest of the country’s 
credit. It certainly is not in the interest of the companies, as the evidence of this 
report shows that the property of the Grand Trunk Company, if it were put into a 
receiver's hands, would leave little or nothing for the shareholders. The result of 
court proceedings would probably be to divest the shareholders of all interest, and to 
place the Government in the position to take, to the fullest extent, the advantages of 
their legal position as holders of defaulting securities. But, though we hope receiver- 
ships will not be necessary, we think the Government must face the possibility of being 
compelled to take the course we have indicated. . 

In the case of the Canadian Northern Railway Company no proceedings in 
court are requisite. Under the provisions of section 24 of the Canadian Northern 
Railway Guarantee Act, 1914 (4-5 Geo. V, chap. 20), the Governor General in Council 
has power, when authorized by Parliament, to declare by Order, if default is made by 
the company in payment of interest on the $45,000,000 guaranteed securities (the inter- 
est on which is at present being found by the Government) that the equity of redemp- 
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tion of the company is absolutely barred and foreclosed; and thereupon the whole 
property becomes vested in His Majesty in right of the Dominion of Canada. 

If receiverships become necessary, the advantage of appointing the Trustees as 
receivers is obvious. The Trustees, with the Government behind them, and with the 
approval of the court, would be in a position to operate the roads as a combined 
_ system, to purchase much needed rolling stock, and to make essential improvements, 

in a way that no ordinary court receiver could do. Receiverships in the ordinary 
sense would only result in greater traffic congestion than ever, and in losses not only 
to the shareholders but to the country at large. 


PART VII. 
SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS. 


We summarize our conclusions and recommendations as follows :— 

1. The mileage of Canadian railways is very great in proportion to the population 
of the country. It has increased out of proportion to the increase of population. 

2. Canada’s natural waterways make railways less absolutely necessary than in 
other countries. 

3. The net return is so low as to prove that more railways have been built than 
can be justified on commercial grounds under present conditions. 

4. The public investment in railways is very large. The total amount of public 
capital involved in direct construction of Government lines, and cash aid, land grants 
and guarantees to private companies, is $968,451,000, not counting the value of lands 
still unsold. 

5. Public aid to the principal companies, including subsidies, land grants, and 
guarantees, amounts to over $680,000,000. In the case of the Grand Trunk Pacific 
it amounts to nearly two-thirds of the total investment; in the case of the Canadian 
Northern to over three-quarters. 

6. There have been three phases of company development: (1) unaided enter- 
prise, (2) assistance by subsidies and land grants, (3) assistance by guarantees. A 
euarantee policy is dangerous and its wisdom questionable. 

7. The development of Canada justified two transcontinental lines. It did not 
justify three. The Grand Trunk and Canadian Northern should have been amal- 
gamated. 

8. The Grand Trunk Pacific system has cost nearly $200,000,000. The interest 
charges amount to over $8,800,000 per annum. The net income last year was $826,653. 
The liability of the Grand Trunk Company for interest amounts to over $5,000,000 
per annum at present, and will rise to over $7,000,000 in 1928. 

9. We cannot recommend that the Grand Trunk Company be unconditionally 
released from their liability. The responsibility’ for the National Transcontinental 
line rests mainly with the Government, but that for the Grand Trunk Pacific proper 
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belongs primarily fo the Grand Print The Government has voluntarily relieved the 
Grand Trunk of all responsibility for the National Transcontinental. In respect to 
the Grand Trunk Pacific proper the Government is fully entitled, morally as well as_ 
legally, to call upon the Grand Trunk Company to fulfil its contract. 

10. The Grand Trunk Company proper has made unjustifiable charges to capital. 
Its lines have not been adequately maintained. More than $21,000,000, which ought 
to have been spent on maintenance in past years, has not been spent. New éapital 
expenditure of over $30,000,000 is immediately required. The country is suffering + 
from the company’s inability to give adequate service. The Grand Trunk railway 
ought to be managed in Canada, and not from London. 

11. We recommend that the control both of the Grand Trunk Pacific and of the 
Grand Trunk be assumed by the people of Canada on terms hereafter set out. 

12. ‘The Canadian Northern has been financed mainly by the issue of guaranteed 
securities. Till 1914 it met the interest from its own resources. Since that date 
the Government has assumed very heavy obligations on behalf of’ the company. 
There is lttle prospect that the company would be able in the near future to 
relieve the Government of these obligations. 

13. The company’s estimate of its future capital requirements is too low; and its 
estimates of probable growth of earnings have been and still are unduly sanguine. 

14. We estimate that as a separate undertaking it would require fully $70,000,000 
of new capital within the next five years. 

15. We do not recommend that further public aid be given to the Canadian 
Northern as at present constituted. 

16. The Canadian Northern common stock represents no cash investment, and has 
no present value, either on the basis of the cost of reproduction of the property, or on 
the basis of its earning power. 

17. We recommend that the public take control of the Canadian Northern Com- 
pany on terms hereafter set out. 

18. On the assumption that the people of Canada take control of the Grand Trunk, 
Grand Trunk Pacific, and Canadian Northern, we consider possible methods of man- 
agement and operation. 

19. We do not consider that operation by a Minister directly responsible to 
Parliament would be in the public interest. It would not secure better service or 
lower rates. 

20. If the Government operated these three railways, it would be bound in fair- 
ness to the Canadian Pacific shareholders to take over their railway also. The Cana- 
dian Pacific gives good service and should not be interfered with. 

21. Special objections to direct Government ownership and operation are :— 


(1) That Canadian railways operate more than seven thousand miles of 
line subject to the foreign jurisdiction of the United States ; 
(2) That the Canadian Government resources are required for war purposes, 


22. We therefore reject the idea of direct Government ownership and operation. 
23. We do not recommend that the Grand Trunk, Grand Trunk Pacifie and 
Canadian Northern Companies be allowed to go into the hands of a receiver. 
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24. We recommend that the control of these three Gp aP ana ce be transferred to a 
new body. 


25. We have discussed and rejected the following suggestions :— 


Transfer of all three railways to the Canadian Pacific. 


Transfer of the Canadian Northern or a portion of it to the Canadian 
Pacifie. 


96. There is no possibility of forming a new commercial company to take over 
_the three railways. Neither the Mexican precedent, under which the Government 
becomes a majority shareholder, nor the New York Subway precedent, under which 
the public authority shares the profits with the private shareholder, is applicable to 
this case. 

27. Having come to the conclusion that direct ownership and operation by the 
Government is to be avoided,- and that ownership and operation by a commercial 
company is not possible, we recommend that a new public authority, a Board of 
Trustees be incorporated by Act of Parliament as the “Dominion Railway 
Company”; and that the Canadian Northern, Grand Trunk and Grand Trunk 
Pacific be transferred to this body. 

28. We recommend that the Government assume responsibility to the Dominion 
| Railway Company for the interest on the existing securities of the transferred com- 
_ panies. 
| 29. We recommend that the Intercolonial and National Transcontinental be also 
_ transferred to the Dominion Railway Company, for reasons which we give hereafter. 
| 30. We recommend that the whole of the Dominion Railways be operated 

by the Trustees as one united system, on a commercial basis, under their own 
politically undisturbed management, on account of, and for the benefit of, the 
people of Canada. 

31. We recommend that there be fiye Trustees, three railway members, one mem- 
ber selected on the ground of business and financial experience, and one as specially 
possessing the confidence of railway employees; that the original Trustees be named 
in the Act constituting the Board; and that their tenure of office be substantially the 
same as that of judges of the Supreme Court. 

39. We recommend that the original Trustees retire after 8, 4, 5, 6, 7 years, 
respectively, according to a prescribed scheme; that they be eligible for reappointment; 
and that all appointments subsequent to the original statutory appointments be by the 
Governor General in Council on the nomination of the Trustees themselves. 

33. We lay stress on the importance of the Board being non-political, permanent, 
and self-perpetuating; and in this connection point to the experience of the Aus- 
tralian State Railways. 


34. We give reasons for concluding that railways are not a proper subject for 
direct Parliamentary control. We point to a general tendency in modern democracies 
to withdraw certain subjects from this control. And we show that under Parliamentary 
control the general interest of the whole community tends to. be subordinated to the 
particular local and individual interests. : 


35. We recommend that the authority of the Railway Commission be extended to 
) include the Dominion Railway Company’s system. 
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36. We give the reasons for our recommendation that one of the Trustees shall be 


appointed on the ground of his possessing the confidence of the railway employees: 


37. We recontmend the transfer to the Trustees of the common stocks of the 
Canadian Northern, Grand Trunk and Grand Trunk Pacific subject to certain condi- 


tions and reservations made hereafter. 


38. We deal with the question of the compensation to Canadian Northern share- — 


holders. We find the charge that Messrs. Mackenzie and Mann have misappropriated 
public moneys unfounded. We find that the Canadian Northern shareholders possess a 


system of which the lines are well located and economically constructed, and that they — 


have raised the necessary money with considerable financial skill and at moderate rates 
of interest, but that they erred in unwisely duplicating lines and reaching out into 
unremunerative territory. 


39. We recommend that the question be considered whether Canadian Northern 
shareholders shall be permitted to retain a moderate proportion of the $60, 000,000 
shares which they now hold; that the precise proportion, if any, and the relation of 
that proportion to their share of any future profits of the Dominion Railway Company, 
be fixed by arbitration. 


40. We recommend that the entire share capital of the Grand Trunk, guaranteed, 
preference and ordinary, be surrendered to the Trustees in exchange for an annuity 
based on a moderate but substantial proportion of $3,600,000, the average sum paid as 
dividend in the last ten years; and that this annuity should increase by 40 or 50 


per cent after the first seven years. 


41. We recommend that the precise figure be fixed by agreement and that it be left 
to the directors of thé Grand Trunk Company (1) to apportion the annuity among the 
five classes of Grand Trunk shareholders, and (2) to procure such assents of their 
shareholders as are legally required to complete the transfer. 

42. We give reasons for considering that this recommendation is generous to the 
Grand Trunk shareholders, and why the shareholders in their own interest will do 
well to accept it. 


43. We recommend the transfer to the Trustees of the National Transcontinental, 
in order that it may take the place it was built to take as part of a great inter-ocean 
highway, and because its financial position would be hopeless if it terminated in a 
dead end at Winnipeg. 


44. We recommend the transfer of the Intercolonial: (1) in the interest of the 
Maritime Provinces to whom the Intercolonial at present can only give a local service 
with no adequate terminals beyond Montreal; (2) in the interest of the taxpayer 
who has a right to demand efficient and economical expenditure of his money; (8) in 
the interest of the railway staff who will secure the wider opportunities of a great 
system. 

45. We recommend that in future the Intercolonial be required to pay local taxes 


on the same basis as the other railways; and that the inhabitants on the line receive 
statutory protection against increase of local railway rates. 
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46. We make recommendations as to (1) non-railway property of the transferred 
undertakings, (2\) getting in minority holdings of shares and outstanding titles to 


land, (3) arrangement with the holders of Canadian Northern 5 per cent Convertible 


Income Debentures. . 

47. We deal with the legal position of the Trustees; and point out that the Cana- 
dian Northern, Grand Trunk and Grand Trunk Pacific Companies will continue to 
exist; and that consequently the rights of their security holders will remain undis- 
turbed. 

48. We recommend that the Trustees take over each railway as soon as the transfer 
can be effected, with the purpose of ultimately operating them all as a single unified 
system. 

49. We deal with the finances of the Dominion Railway Company and point out 
that the Intercolonial, with no bonded indebtedness, has a considerable net revenue, and 
offers security on which new capital can be raised. We recommend the creation of 
a General and Refunding Mortgage of unlimited amount, to be issued as required. 

50. We recommend that the Act of Parliament provide that the operation of the 
Company shall be on a commercial basis, and that the Trustees make no general reduc- 
tion in rates until the property earns a reasonable net return. 

51. We recommend that there be given to the Trustees the widest powers in the 
management of their property. 

52. We have endeavoured to estimate the annual liability of the Government to 
meet interest unearned during the first few years of the new scheme, and we put it at 
about $12,500,000 per annum- We think this amount should diminish steadily but 
not slowly; and that with proper economic and politically undisturbed management 
the attainment of a satisfactory financial result is only a question of time. 

53. We give specimens of the large economies which should result from combined 
operation. 

54. We recommend the enlargement of the functions of the Railway Commission; 
that it have jurisdiction over all Dominion Railways; and report to Parliament on all 
proposed grants of charters, subsidies, and guarantees. 

55. We deal with the conflict of Dominion and Provincial jurisdiction. We recom- 
mend that, to prevent this in future, the Governor in Council should in certain cases 
disallow Provincial Acts, and that no railway company should operate under both 
Dominion and Provincial charters. 

56. We recommend that there be a continuous public audit of the Dominion 
Railway accounts, and that full and comprehensive reports be made annually to 
Parliament. 


57. We recommend the establishment of Railway Councils to bring together the 


railway management and representatives of public interests. 


58. We point out that the existing railways are in excess of public requirements 


and show how much traffic-is required to make a railway profitable. 


59. We show that the cost of hauling grain to the station is sometimes as great 
as that of carriage from the station to Liverpool, and recommend that the question of 
highway improvernents and motor haulage be taken into consideration. 
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60. We recommend that future expenditures on the Hudson Bay Railway be 
reduced to the lowest possible amount. | 

61. We point out that railway rates are much more likely to rise than to fall in 
the immediate future. : ~ 

62. And finally we lay stress on the necessity for immediate action lest Canada 
should suffer from railway congestion even worse than that of the past winter. 


Respectfully submitted, 


H. L. DRAYTON, 
W. M. ACWORTH. 
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REPORT OF MR, A. H. SMITH. 


This Commission was asked to report upon the general problem of transportation 

“in Canada. Several subdivisions of the subject quite naturally suggested them- 
selves, and were made a part of the problem to which the Commission was requested 
| to give attention. Practically all of the subdivisions have received consideration, 
| but the general problem is essentially a question of what to do with the railroads of 


_Canada. To a constructive solution of this important. problem, the Commission has 
given its attention. 


The General Problem of Transportation in Canada: 


For a proper understanding of the problem, a knowledge is necessary of the 
| history of railway development in Canada, especially as affected by the public policy, 
| which has found expression in governmeutal acts. 
| Canada early recognized that its growth depended upon the construction of rail- 
ways. The large productive areas of the country could be served only in a limited 
| way by its splendid system of waterways. 
' Even before the eastern provinces became united into the Dominion of Canada, 
the Grand Trunk had become an important railway line, serving the people both 
| of Canada and the United States. The Intercolonial, as is well known, was con- 
structed out of public funds, and largely for the purpose of bringing more closely 
| together, commercially and politically, two more or less separated sections of the 


Canadian transcontinental line was projected by the Government and completed with 
extensive public aid by a private company as the Canadian Pacific. 

Because of the great distances which separate parts of Canada’s producing terri- 
tories from the consumers’ markets, development of the country’s resources depended 
upon railway building, while cheap transportation was necessary to enable the people 
| to compete with other producers. The people of Canada, therefore, gave such aid as 
| was necessary to procure for themselves railway lines that would bring the country’s 
resources into use and keep themselves in touch with the outer world. © 

Cheap transportation depends upon careful investment and efficient management. 
In the usual case, these are most likely to be found where private initiative and 
proper incentive to effort are employed. So far, Canada, for the most part, has pur- 
sued the policy of leaving to private enterprise the management of its transportation 
machinery. The Intercolonial, which has been under governmental control since its 
beginning, is an exception. But this line, I am informed, usually pays nothing to 
the Government as a return upon money invested in the property. On the contrary, 
it has frequently called upon the Government for aid in meeting expenses of opera- 
tion. The investment in this line is large; some authorities placing it as high as 
$348,000,000, including loss of interest. Evidently its rates are too low or its expenses 
are too high, but the use of this line, at the rates enforced, is regarded in some 
quarters as a right of the people in the Maritime Provinces. If the Canadian people 


Dominion. Long in advance of its justification upon a commercial basis, an all- 
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have ever made an agreement, or adopted a policy which may be construed as creating 
- that right, the contention may be correct; it is, at any rate, within the power of Gov- 
ernment to grant such a privilege. The fact “is referred to merely to point out in 
connection with what I shall say later that a railroad may be built either as a com- 
mercial enterprise and for ordinary commercial purposes, or as a public under- 
taking and for other purposes, which are within the proper scope of Government. 
The two should not be confused. But it should be kept in mind that when Govern- 
ment builds and operates a railway which does not pay its way, including proper 
maintenance and interest upon investment, taxation is relied upon to support trans- 
portation upon that line. The burden is shifted from the user to the general public, 
but the processes by which this is done are often so complex as to. obscure the facts, 
and actual costs are not ascertainable. 

The Canadian Pacific affords a later example of the internal development policy 
of the Government. That road had its beginning in a transcontinental project that 
was proposed to be carried out directly by the Government. At an early date, and — 
it seems to me wisely, that purpose was altered; it was decided to have the road com- 
pleted by a private company. But the undertaking was large, the population sparse, 
the prospect of profit remote, so that the Government not only turned over to the 
company the uncompleted road upon which it had expended a large sum, but it also 
extended to the company generous aid in the shape of land grants, cash subsidies, 
guarantees, and loans. It is true that value was given to the land grants largely 
through the building of the road and the opening of the territory to settlement. The 
important point here is that the Canadian Pacific owes its later and continued suc- 
cess not only to the skill and enterprise of its builders and managers, but to the fact 
that through liberal direct aid, it was able to begin business with a small charge 
against its earnings on account of borrowed capital. Thus favourably started, the 
company was able to devote its energies and surplus income to the development of 
the road and the country. 

A new transportation problem arose with the settlement of the Prairie Provinces, 
where the land is devoted chiefly to raising grain and live stock. Owing to the long 
hauls that intervene between the producer and consuming markets, freight charges 
absorbed a considerable part of the proceeds. The Great Lakes afforded the least expen- 
sive route to the East and tidewater. But these lakes are open only part of the year, 
and navigation closes before the season’s crops can be moved from the lake ports. With 
the filling up of the country and consequent increase in production, came a general 
demand for additional means of transportation. While land speculation probably had 
no little influence, the farmer felt the effect of inadequate facilities, and any project 
that promised relief appears to have found approval among citizens who were able, ° 
through their legislatures, to bring public aid to the development of these enterprises. 
Railroads, therefore, were not only actively in demand, but railroad builders were 
popular and had little or no difficulty in obtaining public support for proposed new 
lines. 

The Canadian Pacific stood as an example of success to be repeated by newer 
railways. Unfortunately, too little attention appears to have been given to the 

underlying facts which actually made that road what it was. Experienced 
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men apparently believed that a second Canadian Pacific might be had if they could 
but lay a transcontinental road, build great hotels, passenger terminals, and operate 
ocean steamers. These things were only the outward evidence and not the cause 
of the Canadian Pacifie’s prosperity. It may even be that they contributed little 
to the strength of that company’s financial condition, if due account be taken of all 


the costs, investment as well as operating, involved in carrying on such enterprise. 

In May, 1903, a Royal Commission of Transportation, of which Sir William 
Van Horne was chairman, was appointed “to consider questions affecting transporta- 
tion of Canadian products to the markets of the world through and by Canadian 
| ports, with a view of placing the Canadian producer in a position to compete, and 
compete successfully, through all Canadian ports with the producers and exporters 
of other countries.” The report of this commission is interesting. It clearly reflects 
the effect of the outlook which great opportunities and a land ppoogs had upon the 
minds of the people. All kinds of transportation projects were recommended. For 
Instance, the Grand Trunk Pacific was_to be extended to Moncton; the Intercolonial 
was to be extended to Georgian bay, etc. New canals were to be built, and old ones 
widened and deepened. This commission also recommended a bounty for Canadian- 
built ships, toll-exempt canals, additional waterways to be opened at public exvense, 
‘and the acquisition of water terminal lands out of public funds. In other words, it 
was clearly the intent that transportation should be stimulated by subsidies from the 
‘public treasury. 


It would now seem that there could not have been in sight enough traffic to 
justify’ the extensive development here recommended. However, many of the things 
‘proposed in this report have been done, and other ambitious schemes not here men- 
Be éniad have since been brought out. The point in mind is that without making a 
specific declaration of the fact, as far as I know, Canada’s policy for years appears 
to have been to promote the public welfare by means of building or aiding in the 
‘building of transportation lines throughout the Dominion. 
| It is unfortunate that Canada did not have a policy of regulation in this period 
‘which could have prevented needless duplication of lines and facilities. Competing 


lines have been built where effective regulation could have saved a large part of the 
investment, while completely satisfying every reasonable and proper need for service. 
Instead of co-ordination and conservation under government supervision, railways 
“were permitted to duplicate plant in fields not yet productive enough to support:the 
one; the Government, on the other hand, was, in one way or another, aiding both 
projects, if it had not indeed itself promoted either or both projects. Very naturally, 
it has not and could not have obtained the benefit which should have followed a 
correct programme of government aid. The policy of government aid makes the need 
for regulation of railway building more necessary even than where private capital is 
depended upon, for in the latter case the proposal must at least have a promise of 
commercial success before capital can be induced to come in and give it support. To 
‘the absence of such regulation must be charged responsibility for no small part of the 


railway problem of to-day. 
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We may well inquire here as to the effect of this policy upon the three principal | 
systems. The Grand Trunk Railway Company, feeling no doubt that its own trafic | 
field had been invaded by the government-aided Canadian Pacific, desired in turn to 
enter the promising western territory. Accordingly, it proposed to build a line from 
North Bay to the Pacific coast. Public aid was required and granted in a way to 
ensure the building of the road. If any serious thought was given to co-ordinating 
existing or proposed roads, and to utilizing them for the public good, it did not find 
public expression in any constructive way. The Grand Trunk Railway Company 
evidently felt confident in the success of its plans, for it pledged its own credit in 
aid of the extension, and entered into contracts which it now finds quite beyond its 
ability to carry out. 

Canadian Northern interests, directed by Mackenzie, Mann & Co., who since 
an early date had been operating local lines in Manitoba, seized the opportunity 
afforded them for expansion and rapidly extended their rails throughout the Prairie 
region. The records show that the Canadian Northern had a large mileage on the | 
prairies before the projection of the Grand Trunk Pacific; so that when the extension 
plans of the Grand Trunk became a part of the national policy, as they did become, the 
Canadian Northern was added to the number of those who wanted to own a transcon- 
tinental system and one as fully complete and self-contained as was that of the Cana- 
dian Pacific. Hence, we find two new companies, both built largely upon public credit, 
striving for first place in a field which, as for transcontinental transportation, or even 
as for connecting Eastern and Western Canada, was largely occupied. Besides having 
the Great Lakes waterway there could have been barely enough business to support 
one additional line, and that only by the exercise of economy in operation and prudence 
in investment. | 

The Canadian Pacific, enjoying splendid credit, with adequate powers and 
resources, and keenly alive to the possibilities of losing business to competitors 
challenging its supremacy everywhere, then entered the contest by pear ae to 
build new lines in an effort to protect its sources of revenues. 

The stimulation felt throughout the country by the influx of tice and by the 
importation of so much new capital not only created a boom, but it quite naturally 
affected prices for labour and materials, sending these soaring; the increased 
prices in turn contributed largely to the higher costs which are now reflected in the 
construction accounts of the new roads. ; 

This brings us fairly to a recognition of the fact that while the policy of public 
aid to railways had originally been founded on the urgent need for transportation to 
open up a new country, to develop its resources, and to unify Canada commercially 
and politically, it was carried far beyond the limits warranted by the original 
exigency. It appears to me that the responsibility is as much the Government’s as the 
private companies’. Without enabling legislation and the extension of Government 
eredit from which all received their essential support, the companies ‘could not have 
expanded and overbuilt. 

This policy, in so far as it aimed at the development of Canada, appeals to me as 
sound, and fully justified in its inception, but it needed to be supplemented by some 
form of supervision that would have insured to the people the benefits of that policy 
without the losses that have followed the effort to assist development indiscriminately. 


/ 
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The situation must be faced as it exists. It is not possible to undo what has been 
done; the money which has been-spent cannot be recalled. The immediate and obvious 
thing to do is to adopt a constructive and discriminating programme, first, for cor- 
recting the conditions which necessitate continuing loss and waste, even where that 
would require the abandonment of useless property, and, second, for controlling new 
construction. The scrap heap is frequently the most economical disposition avail- 
able for inefficient plant and machinery. 


Status and Usefulness of the Three Transcontinental Railway Systems. 


The Canadian Pacific Railway System; 


The Grand Trunk Railway System (including the Grand Trunk Railway, 
the Grand Trunk Pacific Railway and their several branches) ; 


The Canadian Northern Railway System. 


The Canadian Pacific Railway is essentially self-contained and self-sustaining. 
I agree with my colleagues as to its financially strong position. It has world-wide 
commercial strength. As a result of the aid and privileges extended by Government, 
together with the prudence and progressiveness of its management, which has extended 
its field of activity over nearly all Canada, and through its steamship lines and com- 
mercial organizations throughout a large part of the world, it is a success. 

The Canadian Pacific is well built, well maintained and has adequate terminals 
and equipment. It is efficiently operated. It is somewhat at a disadvantage in cross- 
ing the mountains, and elsewhere it has gradients that, compared with more recently 
built lines, do not make for as good trainload and operating efficiency. It is assumed 
that the Canadian Pacific will make improvements as the need for them arises, for 
it is fully able to do so. 

Accorded reasonable treatment, that company will continue, I am sure, to give 
good service, and I believe the best interests of Canada will be served by continuing 
the present status of the Canadian Pacific. The introduction of Government railway 
competition, which might have no regard for investment or cost of operation, would 
be unfair and, in the end, would react disastrously upon the Canadian people. The 
regulating power affords to the people of Canada adequate protection in the matter 
of rates and services, and such power should likewise protect the company. 


THE GRAND TRUNK SYSTEM. 


The fortunes of the Grand Trunk Railway Company are bound up with the 
Grand Trunk Pacific. It stands as guarantor for large sums of money invested in ~ 
the railway, and has advanced millions from its own resources in an effort to develop 
the western line and its subsidiary properties. The Grand Trunk Pacific Development 
Company has absorbed many millions of Grand Trunk capital without definite pros- 
pect of return, and to the Grand Trunk Pacific Branch Lines Company large con- 
struction advances have been made. Not only is the Grand Trunk committed for 
many millions, but the Government has directly invested large sums of money in this 
property and guarantees other large sums, the total of which exceeds $127,000,000. 
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The Grand Trunk Pacific was’ located on a scale that would do credit to any 
single track line. There is not enough business to justify such an outlay, and the 
prospect. for business which will warrant the cost seems quite remote. For long dis- 
tances, sections of this line parallel one or more other lines. 

That part of the Grand Trunk Pacifie lying between the Rocky mountains and 
the Pacific coast is ina country which appears to have abundant natural resources. 
In time, these may be developed to the advantage of this road. 

The port of Prince Rupert is suited for a large ocean traffic, which is non- 
existent. The development of Alaskan trade seems to present the most immediate 
possibility for this port and railway. 

The road west of Winnipeg has some disadvantages on account of expensive 
trestles and instability of embankments. It has good grades, but inadequate terminals 
at important places. It has sufficient equipment but lacks feeders. 

From the Rocky mountains to Winnipeg, the presence of parallel roads raises a 
question as to whether the Grand. Trunk Pacific line is not the best adapted by loca- 
tion and physical condition to handle the trunk-line traffic. If it is not the best, then 
the disposition of this part of the road, with its branches, naturally depends upon its 
usefulness as a road serving local interests. 

From Winnipeg east to North Bay and Port Arthur, the Transcontinental and 
Grand Trunk Pacific railroads together can give efficient service as a connecting link 
between the railways of Eastern and Western Canada. This road also affords a 
good line for traffic moving via the Great Lakes. In fact, it is probably the best 
route of any for hauling bulk commodities at low costs. 

Officers of the Grand Trunk Railway Company claim that the Government 
is morally bound to relieve the company of the Grand Trunk Pacific, because the 
Government is responsible for the failure of the project, having permitted a rival 
company to enter the field. The rival line, however, has been constructed at a lower 
cost per mile, and manages to get enough traffic to pay its operating expenses and a 
large part of its fixed charges, which cannot be said of the Grand Trunk’s system west 
of North Bay. I feel that I am not called upon to discuss the merits of the Grand 
Trunk’s claim against the Government. I have no doubt the Government has observed 
at least the letter of its contract. 

Standing alone, with efficient operating conditions imposed, there is no reason, 
within my knowledge, why the Grand Trunk Railway proper should not become a 
profitable operation. It occupies a good territory, reaching some of the best traffic 
centres.in the United States and Canada, and has American connections that ought to 
contribute to its welfare. The company needs terminal improvements in cities and 
modern equipment, especially locomotives. The need for equipment is pressing, and 
should be met. 


THE CANADIAN NORTHERN SYSTEM. 


The lines of the Canadian Northern, particularly in the Prairie Provinces, appear 
to be advantageously located in view of traffic conditions. Inspection of the property 
brings out the fact that this road was built with proper regard for economy, and the 
creation of a permanent public service utility. 
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In some instances, the system has extended its lines where it should have obtained 
a traffic interchange agreement or the joint use of facilities instead, at least until the 


traffic had grown enough to justify further expansion. A public policy intended to 


develop and serve the country as a whole, at the lowest cost, would have enforced 
arrangements which would have obviated the needless duplication of facilities. 

The line from Yellowhead pass to Vancouver, in part at least, may be unnecessary, 
but it is there by the joint action of Government and the company. The character and 
capacity of this line through the Fraser River canyon, where it is alongside the Cana- 
dian Pacific for about 200 miles, would suggest that no more money should be spent 
for double-tracking or revising grades on either of the railroads for years to come. 
From Yellowhead pass to Edmonton, the proximity of the Grand Trunk Pacific places 


_ two lines where one affords abundant capacity. 


The invasion of the East by the Canadian Northern now appears to have been 
unwise, but condemnation thereof must be tempered with a knowledge of the conditions 
which forced this extension. There was a public demand for railroads. All Canada 
was enthusiastic over the prospects of a rapid growth in- wealth and population. 
Railroads were on a competitive basis, and the public stood ready to back any new 
railroad enterprise, since that meant a rival carrier, and, incidentally, a new business 
in construction. There was no regulation which enforced co-operation among rival 
lines. The Canadian Northern, seeking to expand and become a profit earner, quite 
naturally desired to get all the traffic it could, and to hold all it got for as long a 
haul as possible. As a result, it undertook to do what appeared to be necessary under 
the conditions then existing—that is, to extend its line to both oceans. 

An inspection of this company’s property shows that generally it is of a type 
of construction well suited to its needs, and that the builders have installed it at a 
cost which, by comparison, seems small. Nowhere was there evidence of waste in 
the construction work itself. It is true that the company had some construction 
under way, or planned, that appeared wasteful because unnecessary, but this was due, 
I understand, to the unregulated competitive system, or to bargains with public 
authorities. 

This building of expensive terminals in cities already supplied with adequate 
facilities affords an example of duplication for which the publie must eventually 
pay. However, in the absence of restraint and regulation by consistent public 
authority, it is difficult to determine how the company could have avoided this. 

The precarious financial situation of the Canadian Northern is due, in part, 
to its uncompleted condition, and to the fact that needed capital cannot be obtained 


on its own resources, especially during the period when capital is so greatly in demand 


by powerful governments. This systern is not at present able to earn all of its fixed 
charges. As important parts of the system have but recently emerged from the 


‘construction period, it would be truly remarkable if it were able to do so. It does 


earn a very large proportion of such charges, and probably could earn all of them 
but for the burden of eastern extensions and duplications that have been placed upon 
it. Practically all commercial enterprises, and particularly railroads, must go through 


a development period. 
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The Canadian Northern is short of equipment. With the return to normal condi- 
tions, and provided with the capital necessary for equipment and for additional local 
facilities, this road can, in my judgment, work its’ way out in a reasonable time. 


mt Reorganization. 


We are asked to make suggestions in regard to “the reorganization of any of the 
said railway systems or the acquisition thereof by the State; and in the latter case, 
the most effective system of operation, whether in conjunction with the Intercolonial 
Railway or otherwise.” 

The first practical question is, therefore, the need of reorganization of any of these 
three transcontinental systems; the second igs whether they should be acquired by the 
State; and the third is whether the status of the Intercolonial can be changed; and, 
if so, can the road be advantageously grouped with either of the three systems. 

In such suggestions as I shall make, I am influenced by consideration of the publie 
policy as evidenced by past governmental acts. I further assume that the existence of 
these roads through the direct aid and sanction of Government is conclusive evidence 
of the fact that the people really desire them. That they were built in advance of their 
need for ordinary commercial uses—a fact which is emphasized by the present abnormal 
economic situation—does not appear to me a sufficient reason for vondemning the 
policy of national development, or the wisdom and integrity of those who have built 
the roads under that policy. Neither do I think that there exists any condition to 
warrant taking up a new and untried public policy, which may lead to greater diffi- 
culties than those which are now faced. . 

The history and standing of the Canadian, Pacific Railway, and its publie service 
as a carrier to-day, is sufficient assurance that it does not need reorganization. The 
scope of its business, extending to other lands by steamships and commercial connec- 
tions, and the control of many thousand miles of railroads in the United States, would 
afford sufficient reasons, if none other existed, for dismissing the idea of its acquisition 
by the State. 

So much of the Intercolonial as is serviceable to the Canadian Pacific appears to 
be now used by it, either as a local connection or through trackage rights. Moreover, 
the two have existed separately for many years as competitors and no new reason 


appears why the relations of the Intercolonial and Canadian Pacifie should be changed 


for the future, unless the people of Canada are satisfied that better results. would be 
obtained for the territory served by the Intercolonial if it were in the hands of the 
Canadian Pacific. 

The Grand Trunk Railway Company has stated that it is beyond its power to 
assume and carry the obligations which would be imposed upon it if it should try 
to become-such a transcontinental system as the plans of 1903 contemplated. The 
company has not attempted to bring about the organization of a system approxi- 
mating that of the Canadian Pacific or even the Canadian Northern, nor ean it do go. 

In view of the parent company’s inability to carry out its original plans, and to 
discharge its obligation, the question is, what disposition is to be made of the various 
roads which were intended to be, but did not become part of one operating system. 
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My colleagues have recommended that the stockholders of the Grand Trunk — 
Railway Company be paid an annuity which is to be a “ moderate but substantial 
portion of $3,600,000, the average dividend payment for the last ten years.” This 
recommendation is in spite of the facts noted in the report that there are arrears in 
“Maintenance which require the expenditure of twenty-one millions of dollars, and 
that the company has charged to capital items which should properly have been 
charged against income, these facts indicating that there have been some dividends 
paid which have not been earned. Considering this situation and also the obligation 
of the company in the West, I am not impressed with the justice of paying an 
annuity to the stockholders in exchange for a surrender of this property. I also 
| would be liberal to them, but I would allow them to keep their property and give 
them a chance to work out their own salvation. To that end, I would recommend 
that a settlement be effected between the Government and the Grand Trunk Railway 
Company. The railway cannot carry out its part of the contracts, and it should be 
relieved of further embarrassment. On the other hand, the stockholders of the Grand 
‘Trunk Railway should be required to curtail or forego their dividends for the present, 
and the entire earnings be applied to the rehabilitation of the road through a term 
‘of years. The Government thus gives up a present claim which the debtor cannot 


pay anyway; in turn, it will enjoy improved and extended service which may be 
worth far more to-the welfare of the people. I should also give the Government some 
‘claim upon the future earnings of the Grand Trunk, so that it may share in any 
future prosperity which this action makes possible. 

Reorganization of the Grand Trunk’ is desirable only in so far as it shall be 
required to put itself in shape to discharge efficiently its functions as a carrier. 
Whether it shall retain all of the subsidiaries which it has accumulated through the 
‘past fifty years depends in large measure on what they can contribute to the main 
| property. Careful study of each of the subsidiaries will lead to definite conclusions 
from the standpoint of the Grand Trunk and its future welfare. - 

What the Grand Trunk needs most of all is to be relieved upon equitable terms 
lof the embarrassment that it has incurred through the failure of the transcontinental 
ischeme. The acquisition by the State of the Grand Trunk Railway proper presents 
fmuch of the embarrassment that would obtain in the effort to acquire the Canadian 
|Pacific, for here also,in addition to the question of equity involved, there is the 
|problem of some two thousand miles of railroad owned in the United States; and the 
fact that the Grand Trunk’s principal seaport is in the United States. 

The investigation of the Canadian Northern by the Commission has disclosed 
levidence of skill in construction and efficiency in management, considering the means 
and equipment available. The company even now earns a large part of its fixed charges 
although important parts of the system have been in operation for but a year. I think 
'there is ample justification for confidence that the affairs of the company will improve 
‘with the return of normal conditions. I see no reason for a change of management or 


a reorganization, excepting as hereinafter suggested. 

It may be well here to consider the relation of the Intercolonial to the other roads, 
and the possibility of operating it in conjunction with any of them. I have shown 
its relation to the Canadian Pacific. The main line of the Intercolonial is. about 
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1,090: miles, from Montreal to Halifax. It has oceupied the territory for fifty years 
and has become adapted to it. There are apparently no operating economies available 
by combining it with another system that are not available to it alone. Assuming 
proper regulation, there appears to be no traffic interchange that could be better 
assured by merger. I am informed that the Maritime Provinces consider the use of the 


Intercolonial as a right to which they are entitled. Moreover, the Government has | 
built the Transcontinental, a part of which was in compliance with plans of the Grand | 
Trunk, while the rest of it is so placed that it ought to continue to be operated in con- | 


junction with the Intercolonial. The present status of the Intercolonial and the eastern 
part of the Transcontinental should be continued as a government operation. The 


“results of such operation should, however, be reported to the péople of Canada in 
exactly the same form as is required from other railroads. And these roads should | 


be subject to the same reasonable regulation as is exercised over all other railroads. 

Mention might be made here of the railroad that the Government is building from 
the Saskatchewan river to Hudson bay. The object in the construction of this road 
has been stated to be that of obtaining a shorter haul from the western provinces to 


Kurope. The bulk.of the traffic to follow this route must necessarily be diverted from | 


the roads extending from Winnipeg to the East, so that the project seems to be an 


instance of competitive construction which cannot be justified in this case, even on 


the ground that it opens up new territory. 


There are numerous local railway projects, within provincial limits, which at the - 


moment seem to have little effect upon this general railroad problem. Disposition of j 


these may well await developments as to their necessity and utility when they assume | 


_ operation. There is little that can be said just now as to their probable relation to the 
existing means of transportation. 


The Great Lakes and the St. Lawrence route furnish a natural route from the © 


western country to the Hast, and to the Atlantic ocean for a part of the year. Numerous 
steamship lines between Port Arthur and Georgian ay or the lower lakes and St. 


| 


Lawrence river ports afford adequate transportation under normal conditions, though © 


somewhat affected by customs requirements and other factors. In view of the heavy — 
movement of grain in the last three months of navigation, regulations governing ~ 


shipping should be as favourable as practicable, for the hauling of grain over the long 
distances to the eastern seaboard by an all-rail route involves a problem in car supply 
and cost which renders such a haul unprofitable for rail lines. 


The success of the Canadian_Pacific steamship lines has led to the suggestion by — 
some that the other railroads ought also to establish steamship lines. I do not believe ; 


that this success was primarily due to the railroad ownership of the ships. Temporarily 
the war seems to have put a stop to plans for railroad-owned steamships. If, at the 


close of the war, it is to be tried again, it would seem advisable first to ascertain’ 


whether other ships cannot be induced to schedule sailings before railroads ineur the 
responsibility of making additional investment in ships. There are ships running in 
regular postal routes with subventions. Perhaps the Government might well require, 
in connection with its subventions, that ships give equal service to the railroads with- 


out discrimination among them, thus removing another cause for the employment of 


duplicate facilities. -. 
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In visiting the various ports, I was impressed with the facilities installed and being 
installed. At Halifax, particularly, important works were actively under way, neces- 
-sitated, I believe, by the overseas traffic for war purposes. It is likely that the future 
‘development of steamship terminals in connection with railroads will be difficult to 
fix until normal. conditions resume. Meanwhile, the Atlantic seaports are so much 
‘involved in the emergencies of war as to place them beyond the scope of this inquiry. 


| In any event, such works of harbour improvement and development as are the result of 
| war measures will be there at the close of the war as a foundation for what the future 
may hold. 


I am unable to join my colleagues in their Flomrenende rane They propose that 


|practically all of the railways in Canada, except the Canadian Pacific and the 
| American lines shall be turned over to a corporation to be managed by a board of 
| trustees appointed by Government. They insist that this board is to be permanent 


and self-perpetuating. I do not know by what means one Parliament can bind its 


| successors to a given policy, especially in so simple a matter as changing the organiza- 
i tion of a government board. My friends seem to avoid government ownership and 
| operation, in fact condemn it as inadvisable, but propose a plan which contains so 
| many elements of danger in the direction which is sought to be avoided that T am 
| unable to join them. 3s 


Their plan would add about a billion dollars to the direct debt of Canada. The 


| interest on this is about forty millions, adding very largely to government expenses. 
fal udging from the experience Canada has had with its government railways, it is fair. 
to assume that this would remain a permanent burden. Operated by private com- 
| panies, this interest would ultimately be borne by the companies without recourse to 
| the government funds, and at the same cost of service to railway patrons as would 
| obtain under government operation. 


Their plan also leaves out some of the railways. This is unfair to the investors 


| whose property is to be subjected to government competition. It also discriminates 
| in the method by which the respective properties are to be acquired. I cannot approve 


the proposed centralization of control. There are problems local to separate regions 
which often require prompt action and co-operation between the railroads and the 
people served. There is a need everywhere for that prompt and efficient service which 


| can come only from a knowledge of local conditions and responsibility for meeting 
| them. I cannot believe that centralization, remote ResponeL Ly and control, will 


ensure good service to the people of Canada. 
The recommendation creates a Dominion Railways Company owned by the 


| Dominion Government, to take over those roads. There are about 7,000 miles in the 


United States controlled by Canadian companies. The Canadian railways depend 


_ for no inconsiderable portion of their revenue on United States traffic. A funda- 


mental defect of the plan, therefore, is in placing the Government in the railroad 
business, not only in Canada, but also in operating railroads in the United States 


subject to both federal and state regulation. 


Through private railway management, Canada has obtained about one mile of 
railroad for each $30,000 of Government aid of guarantees, which is but a fraction of 
the cost of Government railroad undertakings. In some instances, a large proportion 
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of the aid was in la: +, the value of which produced by the building of the railroad 
and the settlement thereby made possible: Compared with the total outlay involved — 


in producing railroads by the Government itself, as, for instance, the case of the 


Intercolonial or the Tr ranscontinental, from three to six times that amount have been | 


used to realize equal results. This shows distinctly the value of enlisting and retaining 
private enterprise. 


HR The Obvious Remedy. 


Let us review the salient facts concerning each company: 

The Canadian Pacific is amply able to take care of itself. It can and does provide 
competition with the other railroads. In order to be most serviceable to Canada, it 
should be continued, subject only to such equitable regulation as is accorded to all lines. 

The Grand Trunk succeeded in the East and failed in the West. The Canadian 
Northern succeeded in the West and was jeopardized by its eastern expansion. 

There is extensive duplication of lines in the West; the unsuccessful Grand Trunk 
Pacific lines are found among the successful Canadian Northern lines. Public policy 
‘demands the unification of these lines, for great economies could be thereby_accom- 
plished. 

There is extensive duplication in the East; the new Canadian Northern lines 
among the older lines of the Grand Trunk proper. Great economies in proposed 
investment and operating expenses await the joint working of these properties. 

_ There is wasteful duplication in the connecting region between North Bay and 
Winnipeg, where the Canadian Northern line parallels the government line. Economy 
awaits the joint working of these lines. . 

Consideration of all phases of the problem leads me to recommend the following 
remedies for the existing situation :-— 


Let the Canadian Pacific alone; let the Grand Trunk operate the eastern 
lines now held by that company and the Canadian Northern ; let the Canadian 
Northern operate the western lines, now ‘held by that company and the Grand 
Trunk Pacific system; let the Government operate the connections or procure 
their operation by private companies; all of which should be done under 
arrangement that are equitable and yet look to the not distant day when the 
country will have survived the war and resumed its prosperous growth. 


There may be several ways by which this can be brought about, but the one that 
has appealed to me is that which seems to be the least disturbing of values and credit 
and involves no untried schemes or provaciod disputes. Therefore, I beg to make the 
following suggestions :— 


1. Amend the regulating policy so that the Railway Commission may 
have jurisdiction over all railroads in the matter of maximum and minimum 
rates, the issuance of securities, the building of new railways, or the extension 
of lines, and other matters properly within the scope of governmental super- 
vision. 

2. Create a board of trustees, consisting of two government officials Bee 
three private citizens to act for the Government in the matters hereinafter 
proposed. 
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3. Relieve the Grand Trunk Railway Company of its obligation to lease 
the Transcontinental, and require the company to relinquish all claims upon 
the Transcontinental; require it to lease to the Board of Trustees the Grand 
Trunk Pacific railroad properties at a rental amounting to the net annual 
fixed charges; require it also to take under lease the Canadian Northern pro- 
perties east of North Bay and Parry Sound, and pay as a rental the net fixed 
charges on those properties. The time of the lease should be for twenty-one 
years. The Grand Trunk’s investments, other than railroad, in the West may 
be disposed of by the company as it may elect, and in accordance with its best 
interests. 

4, Require the Canadian Northern Railway Company to confine its opera- 
tion to the field west of Winnipeg. [Relieve it of the line east of Winnipeg 
by leasing for twenty-one years to the governmental Board of Trustees, at a 
rental of the net annual fixed charges. Require it to take a lease of, and to 
operate for the same period the Grand Trunk Pacific Railway, and its branch 
lines, paying as rental the net annual fixed charges upon those properties; 
except that until seven years after the end of the war they shall have the 
immunity that was promised the Grand Trunk Pacific for a period of seven 
years after construction, and that they shall not be required to assume any 
of the extraneous investments of the Grand Trunk System in the West. 

5. Lease the lines between North Bay and Winnipeg (except the Canadian 
Pacifie’s) for a term of twenty-one years to either the Canadian Northern or 
the Grand Trunk (or, in event neither applies, to any other qualified com- 
pany), requiring the lessee to furnish the necessary capital for new equipment, 
and to maintain and operate the lines on the best terms that can be made; 
terms that would give the best service needed at lowest cost to the Government 
being regarded as best. Either the Government or the lessee should build a 
connecting line of about thirty miles near Long lake, Ontario, to protect the 

- better working of the two lines. 

6. The Government and companies should have the option of terminating, 

after ten years, any of the leases upon equitable terms. 


The foregoing recommendations are made with a view to obtaining for Canada a 
maximum of efficiency at a minimum outlay. The continuance of government aid, 
to some of the railroads at least, will be necessary under any plan. The plan herein 
proposed seeks to reduce this to the lowest possible point and to centralize it upon 
those parts of the existing lines which are not self-supporting, and which, in the 
nature of things, cannot be self-supporting for years. These connecting links, 
“bridges,” as they have been called, exist, it seems to me, as a result of that public 
policy which has been discussed at some length. The Government may well afford to 
take them over and maintain them as necessary parts of the public investment in the 
country’s development. They are not of sufficient importance to bring about those 
dangers inherent in government operation of this kind on a large scale, and holding 


them will not endanger private enterprise. It may be necessary in working out this 
plan to’ grant some additional and temporary aid to the Canadian Northern, and it 
will be necessary to effect some compromise with the Grand Trunk Railway Company 
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which will enable this Company to continue. Aid should be extended upon the recom- 
mendation of the Board of Trustees, who should be charged with the duty of investi- | 
gating the need of and approving the aid to be rendered by the Government; they 
should also see that the Government receives for that aid such security as will give - 
it a revision in case of default. 

The recommendations here submitted are to be considered as a general outline of 
what appears to be a fair solution of the transportation problem. Enabling legislation 
will be required in any case, and I realize that there are many technical and legal 
questions which will require careful attention at expert hands. If the general plan is 
adopted, my thought is that the Board of Trustees which I have suggested be charged 
with the duty of acting for the Government in all matters requiring new contracts, 
and shall protect the interest of the Government in every way while leasing, operating, 
or financing the property under their care to the best advantage, due consideration 
being given to the rights of the other parties at interest. 

If for any reason it should prove inexpedient to carry out the foregoing sugges- 
tions, and if the Government should find it wise or necessary to possess itself of, and to 
hold any considerable part of the railway properties, I should recommend as an alter- 
native plan the formation of a private company to take over other operations of those 
properties, either as a whole or in groups. Even where a road does not earn its fixed 
charges the Government could profit in the long run by making the terms of an 
operating lease sufficiently attractive to induce private enterprise to undertake its 
management. The terms of the contracts would naturally depend upon the extent of 
the property and the prospect of earnings, but they could be so drawn as to prove 
attractive to private capital and at the same time relieve the Government of the expense 
and embarrassment of government operation. Such contracts might be based upon a 
profit-sharing plan on a fair basis, which would leave the company a hope of reward 
commensurate with its efforts and give the public also a share in the prosperity which 
they must help to create. | 

I should like to add one other thought. The railways of Canada are in desper- 
ate need of equipment. Whatever decision is made with reference to the railways, 
the transportation problem is now acute in so far as equipment.is concerned. I 
would, therefore, recommend that. the Government undertake at once to provide an 
ample supply of freight cars and locomotives against immediate and imperative 
needs. These cars and engines may be had, if desired, under trust agreements. It 
will be a simple matter to turn these cars and engines over to the operating com- 
panies under lease, or contract of purchase which may be exercised when conditions 
are more nearly normal. ri 

Concluding, I would be loathe to Suggest recourse to any radical changes in 
the domestic policy of the Dominion of Canada in this time of war and stress. Reme- 
dial measures are often more efficacious than revolutionary ones, and more equit- 
able. I have been impressed by the seriousness of your transportation problem, and in 
sincerity express my belief that the problem can be successfully and satisfactorily 
remedied by a just and mutual recognition of difficulties and full and free co-operation 
between the Government and the railroads. Fair and broad treatment of the question 
will, I am convinced, bring capital and personal genius commensurate with the 
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exigencies of the present situation, and capable of developing a happy solution. I 
believe that the best results hitherto have been obtained by the efficiency and economy 
lof private initiative, energy, and capital. It is no longer assumed that the self- 
interest of the railroad investor and operator is antagonistic to the interest of the 
public;. rather, we have all learned, governments and corporations alike, that the 
two are inseparably linked and must stand or fall together. Upon these funda- 
imental truths I base my firm conviction that the brightest outlook for the future 
lof your great Dominion Gan be assured through the extension of private railroad 
enterprises. The hope of honour and the reward of public approval must be open 
to human kind to get the best results from human endeavour. 

Facing the urgency of the need, considering the part which the Government 
has taken and the responsibility which it shares, and keenly alive to the magnitude 
land the importance of the tasks now placed upon the railroads and the greater tasks 
Iwhich they will face, I see no safe alternative but that the Government shall con- 
tinue, with discrimination and resort to all available safeguards, and under-a policy 
lof proper regulation and co-ordination of effort, to aid the necessitous railroads of 
tthe Dominion until such time, which I hope and believe will not be far distant, when 


these will become self-supporting and the problem will be solved. 


Respectfully submitted, 
Ase Sa. Erie 


iNew York, April-25, 1917. 
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A. PENDIX A. 


Report on Appraisal of the Canadian Northern Railway System 
and the Grand Trunk Pacific Railway. 


BY 


GEO. F. SWAIN, M.Am.Soc.C.E., M.Can.Soc.C.E., M.Inst.C.E. 


Orrawa, Ont., March 10, 1917. 


To the Commission of Inquiry into Railways and Transportation. 
Mr. A. H. Smith, Chairman. 


| GENTLEMEN,—I beg leave to submit the following report with reference to the work 
that has been done under my direction in making an approximate valuation of certain 

railroad properties in Canada. ¢ 

|» My first invitation to attempt this work was contained in a letter from Mr. Smith, 
dated August 3, 1916. I proceeded at once to New York*and consulted with Mr. Smith, 

| then to Ottawa where I consulted with Sir Henry Drayton, and arranged for the 

| organization and prosecution of the work. 


ORGANIZATION. 


My first problem was to secure a competent man to represent me at Ottawa, where 
the office work necessarily had to be done, and to take charge of the office. JI at once 
/ entered into correspondence with Mr. W. H. Chadbourn, who had assisted me pre- 

viously in similar work in valuation of large railroad properties, as well as in other 
matters, and on September 2, 1916, Mr. Smith telegraphed me approving his appoint- 
ment. Mr. Chadbourn’s previous experience had been as follows: 1886, graduated 
from the Massachusetts Institute of Technology; 1887, Assistant Engineer, Norfolk 
and Western Railway; 1888, Chief Engineer, Wilmington and Conway Railway, now 
a branch of the Atlantic Coast Line, and Chief Engineer of the Wilmington Sea Coast 
Railway, now a part of the trolley system of Wilmington, N.C. He built both of these 
lines by force account; 1890-1906, he was with the United States Engineer Corps on 
River and Harbour Works, occupying positions of great responsibility in the design of 
the works on the Ohio river, and elsewhere; 1906-10, Chief Engineer, Chicago Great 
Western Railway. | 
Since 1910 he has been very largely engaged in valuation work, as follows: 1911-12, 
assisted me in valuation of New York Central Lines east of Buffalo; 1911-12, assisted 
Mr. W. J. Wilgus in valuation of the Lehigh Valley Railroad; 1912, assisted Mr. J. R. 
- Kendrick in valuation of a portion of the Canadian Pacific Railway between Montreal 
and Toronto, the valuation being made for the company; 1913-14, in charge of the 
valuation of the Atlantic Coast Line for J. G. White Engineering Corporation. 

Tn 1915 Mr. Chadbourn went to Russia for the J. G. White Engineering Corpora- 
tion on professional work. While in Europe he was a member of the Commission of 
Relief in Belgium. He returned to this country early in 1916. 

My communication with Mr. Chadbourn was largely by wire, but I had two con- 
ferences with him, in which we outlined the methods of conducting the work. 
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Mr. Chadbourn proceeded at once to Ottawa, where he arrived September 6, and 


immediately entered upon the work. He was assigned offices at first in the Royal Bank 


building, and later in the Citizen building. : 

In conference with Mr. Smith and Sir Henry Drayton, the question of organizing 
an engineering force was thoroughly considered. It would have been comparatively 
easy to have secured engineers from the United States who had had experience in 
valuation work and were familiar with the principles, points of view, and methods 
governing such work. In Canada, little valuation work had been done, and that 
largely by American engineers. The Canadian Pacific Railway a few years ago had 
had a valuation made of a part of its line, and had placed the work in charge of Mr. 
J. R. Kendrick, of Chicago. Mr. Kéndrick’s force of engineers, of whom Mr. 
Chadbourn was one, was composed entirely of engineers from the United States. 


Moreover, owing to the war, there was a scarcity of engineers in Canada properly | 
equipped with the technical knowledge requisite for this work. Nevertheless, it was | 
decided, in view of the fact that this work was to be done for the Canadian Govern- — 


ment, that, with the exception of Mr, Chadbourn, the engineering staff should be made 


up entirely of Canadians, if properly equipped men could be found. Tt was absolutely ~ 


necessary that I should have somebody to represent me in Ottawa who was personally © 


known to me, and on whose judgment and discretion I could thoroughly rely. Mr. 


Chadbourn more than fulfilled these conditions, and with him in charge of the office, | 
I felt that the field work and office work should be done, if possible, by men familiar | 


with and having had experience on the properties which were to be valued. : 

To select and organize a suitable force caused some delay, in view of the circum- 
stances above referred to, but ‘ultimately a very satisfactory organization was effected. 
None of the men whom we were able to secure, however, had had any experience in 
valuation work, and they had to be instructed and trained in it. T am very happy to 
state, however, that they entered upon the work with interest and enthusiasm, and that, 
as a rule, they grasped very quickly such principles of valuation as it was necessary 
for them to apply. To’ all these engineers my thanks:are due for their earnest and 
conscientious labours. The work in the feld was, in some instances, arduous, requiring 
long hours, and exposure to severe weather conditions, but it has been done with credit 
and with remarkable speed. 


The following list gives the names and character of the work performed by the 


Various engineers who have been connected with the work, together with other office — 


employees :— 
LIST OF ENGINEERING EMPLOYEES. 


(1) W. H. Chadbourn, M. Am. Soc. C.E., Chief Engineer. In charge of office. 

(2) C. S. Gzowski, M. Can. Soc. C.F: In charge of field examination of Canadian 
Northern line between Edmonton and Vancouver, including terminals at Edmon- 
ton and Vancouver; lines on Vancouver island; of line,from Edmonton to Cal- 
gary, with branches; and of other branches out of Edmonton; also of the Grand 


Trunk Pacific from Edmonton west; also preparation of final report in the office _ 


on Canadian Northern lines above named. Assisting Mr. Gzowski in this work, 
were: G. H. Burnett and J. W. Chappelle, in the field and office; and IL. 
Phillips in the office. ; : | 

(3) G. R. Balloch, M. Can. Soc. O.E. In charge of field examination of Canadian 
Northern lines between Port Arthur and ,Kdmonton, including main line and 
branches; also preparation of final report on these lines in the office. Assisting 


Mr. Ballech in this work were: TH. MacNeil in the field and office, and F.. 


O'Gara, L. J. M. Howard, and J. Rainboth, in the office. 

(4) A. H. N. Bruce, M. Can. Soc. C.F. In charge of field examination of Canadian 
Northern branches between Ottawa and Toronto, and main line Toronto to 
Capreol, also préparation of final report on these lines in the office. 
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(5) T. S. Armstrong, M. Can. Soc. C.E. In charge of field examination of Canadian 
Northern lines between Ottawa and Port Arthur via Capreol, and preparation 
of final report on this line in the office. 

©) W. H. MeGaan, A.M., Can. Soc. C.E. In charge of neld examination of Canadian 
Northeru lines fod branches east of Ottawa and ‘Toronto, and preparation of 
report on these lines in the office. Assisting Mr. McGaan in this work, was: 
W. B. Elder. 

(7 N. Cauchon, A.M., Can. Soc. C.E. Specially assigned to valuation of real estate 
at terminals, ittadine Montreal, Ottawa, Toronto, Port Arthur, and Winnipeg. 


(8) H. Horner, Architect. In charge of making valuation of buildings of all kinds. 


(9) B. M. Hill.- In charge of field examination of the Grand Trunk Pacific line 
between Winnipeg and Edmonton, including branches; and preparation of report 
on these lines in the office. 


| (10) A. L. Ford, M. Can. Soc. C.E. In charge of preparation of report in the office 


on Grand Trunk Pacific line between Edmonton and Prince Rupert. Assisting 
Messrs. Hill and Ford in this work, in the office was: C. Gilmore. 


/(11) E. C. Keefer, A.M., Can. Soc. C.E. General office assistant, engaged in working 


up final reports, agate estimates from profiles, ete. 


|(42) H. MacNeil, A.M., Can. Soc. C.E. Assisting Mr. Ballschs in the field ae office. 
|(18) F. C. O’Gara, AM. Can. Soe. C.E. Assisting Mr. Balloch in the office. 
}(14) L. J. M. Howard Wests Mr. Balloch in ‘the office. 


(15) J. Rainboth, A. M. Can. Soc. C.E. Assisting Mr. Balloch in the eiice 


| (16) G. H. Burnett, AM. Can. Soc. C.E. Assisting Mr. Gzowski in the field and 


» office. 


(47) J. W. Chappelle. Assisting Mr. Gzowski in the field and office. 
| (18) L. Phillips. Assisting Mr. Gzowski in the office. 
|(19) W. B. Elder. Assisting Mr. McGaan in the office. 
| (20) C. Gilmore. Assisting Messrs. Hill and Ford in the office. 
} (21) C. H. Larkin. Engaged in estimate of areas and values of right of way. 
| (22) A. M. Beale. Mr. Beale was delegated to this work from the Water-Powers 


Branch of the Department of the Interior, for the purpose of gaining experience 
in the methods used in our work. He assisted Mr. Keefer in work on the Cana- 
dian Northern Railway and Mr. Ford in work on the Grand Trunk Pacific.” 


CLERICAL ASSISTANTS. 


| (i) A. J. Therien, File clerk and general office typist. 


(2) M. L. Ryan, Stenographer and accountant. 


| (5) J. MeCartin, Stenographer and accountant. 


THE WORK TO BE DONE, 


I was instructed to ascertain the approximate physical value of the entire system 


_ of the Canadian Northern Railway and of the Grand Trunk Pacific Railway, and if 
| possible to make comparisons between certain portions of these lines and similar or 


adiacent portions of the Canadian Pacific lines. The entire mileage to be covered was 
approximately as follows :— 


Miles. 
TAS NOPLNCIN IS VSLCI Nars laps dnotes co aha sxe we wonky 9,375 
paris Prin kel C IDS TAHT. 6 ne ciate. yyvoc eae arene 1,748 
rand Seti: EaGisic PYATICHCS. im Voc) viet i ane sun eae ypc the hoc 950 
Cea ATE aT eae Teeter gett os ot otuasomieaein sey 1,552 
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I was informed that the entire work must be completed by early in March at the 
latest, in order that the Commission might have the information in season to formu- 
late its own report. In other words I was allowed, from the time Mr. Chadbourn was | 
installed in his office in Ottawa, less than six months in which to make a physical valua-_ 


tion of 13,500 miles of railroad. 


When the work began, no information in the way of profiles, list of structures, | 
or any inventories of the physical properties, was in my hands. The offices had to be — 
equipped with furniture, the force organized, the field work completed, and the results © 
worked up in the office within the brief space of time.. Nothing more will be neces-— 
sary to convince those who have had anything to do with valuation problems, that — 
unusual and peculiar methods were required in this work in order to compass it in this | 
brief period. Railroads in the United States, and the United States Interstate Com- 


merce Commission have been working for years on a valuation of railroad properties 
at great expense and with a large force of men, yet in-this case two large railroad | 


systems had to be valued in less than six months. 


Notwithstanding the scant time weather conditions were favourable, and while : 
it was not possible to examine every detail of the properties with care, I believe that - 
the results are, on the whole, approximately correct and fair. The most uncertain — 
clement is land, and, if further time had been available, our figures for this item might — 
perhaps be modified. Neverless, nothing is more uncertain than real estate values, — 
and experts are often very far apart as regards the value of any particular parcel of | 


land. ; 
Before describing the methods adopted, it may be desirable to make a brief state- 


ment of certain fundamental principals, in view of the fact that this report may be — 
read by persons to whom the subject, of valuation is unfamiliar, and who may be ~ 


unaware of the uncertainties and differences of opinion involved in work of this kind. 
SOME GENERAL PRINCIPLES OF PHYSICAL VALUATIONS. 


The word “value” is one of the most uncertain in the dictionary of economics, 


and several distinct meanings are given in treatises on that subject. An object of | 


httle or no intrinsic value may have value for its possessor, but none for any one 
else; that is to say, its value may be entirely sentimental, and it would fetch nothing 
im the market. Again, an object of great intrinsic value, measured by its cost or 
by the cost of reproducing it, may have no value whatever in the market, because 
it possesses no sentimental value or no earning power; or again, an article or a 
property of little intrinsic value, measured by its cost or the cost of reproducing it, 
may have great value in the market because it has great earning power. 

By the word “value” the economist usually means value in exchange; that is to 
si, the price which the article of property would bring as between a willing seller 
but one who is not forced to sell, and a willing buyer but one who is not forced to buy. 

There is no sentiment about a commercial property like a railroad. 'The real 
value_of such property is measured by its earning power and by nothing else. 
No matter how costly or how expensive it may have been originally, its value in 
exchange will be measured by its earning power. Prospective earning power, perhaps 
under altered conditions, must of course be considered. Some properties, therefore, 
have a so-called “strategic” value, because, while they may earn nothing by them- 
selves, they may be combined with other properties in a way to produce or enhance 
earnings. 


» 


If property is valued for the purposes of sale to a new owner, earning power, © 


with the explanation above given, will therefore be the proper basis, taking account, 
in other words, of the uncertainties and potentialities of the future. This, however, 
would not be a physical value; that is to say, the value might include a large sum 
to represent location. good-will, patent rights or other elements which cost little 
-or nothing, but which produce earning power. 
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In the case of a public utility corporation, a valuation is generally made either 
or the purpose of regulating capital, or for serving as a basis of rates to be charged, 
+ for condemnation, or for purposes of taxation. For purposes of taxation or con- 
lemnation, earning power may be fairly taken into account. For purposes of fixing 
rates, which are themselves sources of earnings, it would clearly be reasoning in a 
sircle to base the value upon earning power; for purposes of capitalization, earning 
sower has clearly no direct or necessary connection; in these cases, it is the physical 
value of the property which is to be determined; that is to say, the value of the various 
physical elements which go to make up the property. 


To determine this physical value there are two, and only two, available bases :— 


(4) The original cost. or original cost less depreciation, according to circum- 
stances; : 


(2) The cost of reproducing the property at or about the time the valuation is” 
made, or, the cost of reproduction new less depreciation, according to cir- 
cumstances. 


These two bases are entirely distinct, and should be kept so throughout the valua- 
tion; whichever basis is adopted, it must not be confused, with reference to any of 
the elements of value, with the other basis, otherwise, confusion will result, and the 
conclusion arrived at will be unintelligible. If the original cost is to be found, it 
must be found without the slightest reference,to what any part of the property 
would cost if reproduced at the time the valuation is made. If the cost of reproduction 
is to be found, it must be found entirely without reference to what any part of the 
property cost originally. The result will then either be the original cost, or the cost of 
reproduction new, and this result can be used intelligently and with due regard to 
circumstances, and as to whether it is a fair measure of value. Much of the confusion 
with regard to the subject of valuation has arisen from combining these two methods. 

The valuation of a property is generally for the purpose of ascertaining what the 
courts have termed “the present value” or “fair present value.” Just.what the 
present value, or the fair present value may be, is not easy to state, and probably can- 
not be stated. The courts, however, have frequently stated what it is not. They have 
again and again laid down the principle that it is not original cost. In some instances 
they have stated that it is not the cost of the reproduction new, but it is generally 
admitted, I think, that both the original cost and cost of reproduction new, and also 
the depreciation, depending upon circumstances, are all elements which may affect the 
judgment as to the “ fair value.” 

If the problem of your commission were to determine the first cost of the proper- 
ties which we have considered, this would have been a problem for accountants and not 
for engineers, except, perhaps, for some engineering advice on certain pertinent mat- 
ters. The properties in question, namely, the Canadian Northern System and the 
Grand Trunk Pacific, have, for the most part, been constructed within a comparatively 
few years. To determine their eost would be purely a book-keeping proposition, to be 
performed by expert accountants, with the aid of sworn statements, affidavits, vouch- 
ers, etc. Some of the lines of the Canadian Northern, however, are old lines which have 
been taken over into the system within recent years. I do not know what records are 
available, but it is very possible that to determine the original cost of these properties 
would be impracticable. 

I have assumed, therefore, and I think it is clearly evident from the above brief > 
discussion, that the problem assigned to me, that of making an approximate physical 
valuation of these properties, must necessarily be that of ascertaining the cost of 
reproduction new of these properties, and not the first cost. In other words, you desire 
to ascertain what present investment in money may fairly be said to be represented by 
the physical properties concerned. If certain elements of value which originally cost 


- 


6 RAILWAY INQUIRY COMMISSION 


7 GEORGE V, A. 1917 


little or nothing, like some of the real estate, have appreciated in value, the enhanced, 
or present value is to be ascertained. If this was not your object, my valuation, as) 
above stated would be unnecessary. : 

With the exception of the land, however, and those lines of the Canadian Northern 
System which are old lines recently incorporated into the system, in other words, for} 
the portions of the lines considered which have been built within recent years, the} 
cost of reproduction and the original cost should nearly coincide. The land: values 
themselves should probably not differ greatly, except in the large cities, where in some 
cases, land costing little originally has now become very valuable, so that its first cost 
and its cost of reproduction would be very different. In the case of the older road 
recently bought and incorporated in the Canadian Northern System, the cost of these 
properties to the Canadian Northern Company might differ greatly, both from the 
original cost of the properties and from their cost of reproduction new at the presen 
time. They may have been bought at very high or at very low prices, as compared 
either with first cost or cost of reproduction. 

These principles were briefly discussed with your Commission before the begin 
ning of the work. The problem, therefore to be performed by the force under my 
direction, was to ascertain the cost of reproduction new of the properties in question 
at the present time. By the phrase “at the present time” is not to be understood the 
present moment, in view of the inflated prices for materials and labour which have 
come about as a result of the war; but rather, the fair cost of reproduction new, 
assuming that the properties were to be reproduced at fair average prices prevailing 
during a brief period of years just before the war. Further discussion as to the prices 
used will be given further on in this report. 

With this brief discussion of general principles, the methods employed for the, 
prosecution of the work, and the results obtained, may next be considered. 


METHOD OF PROSECUTING THE WORK. . 


2 


When this work was first undertaken I was given to understand that it would have’ 
to be completed by the end of the calendar year 1916. Under these circumstances, I 
addressed to Sir Henry Drayton, August 22, the following letter :-— 


August 22, 1916. 


Dear Sir,—With reference to the proposed valuation which your Commission | 
is to make, I think it is desirable to obtain from the railway companies whatever 
information on this subject they already have. A detailed valuation of these 
properties such as is being made by the Interstate Commerce Commission, or 
such as has been made by various States, would cost a very large sum of money, 
take a very long time, and would, in my opinion, be entirely unnecessary. All 
that your Commission should do, it seems to me, is to apply an approximate 
yard stick in the manner which you yourself have suggested, namely to find the 
value per mile of certain typical pieces of road, and then to apply these prices” 
to the railroads in question, having due regard to similarity of conditions and 
taking account of any exceptional elements of value. The first thing to do is to~ 
find out what information the companies are prepared to furnish. Very likely 
they can give unit prices for all the elements involved and perhaps they have 

_ inventories of the various structures and other properties which they possess, 
with costs, either original costs, or fair present costs. | 

I would therefore suggest hat you ask of them such information as_ they — 
are prepared to furnish, taking up in order each of the elements of value accord-— 
ing to the classification required in your accounts, which I have not before me, 
but which probably follows in some general way the list below. Some of this 
information will probably be better obtained by personal conference between 
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your engineering force and the engineering force of the companies, in order that 
it may be given in the form desired. I would therefore make the following sug- 
gestions, taking up in order the various elements which go to make up a railway 
property :— 

1. Right of way and station grounds.—Whatever information the roads 
have with reference to the cost or assessed value of the right of way; width of 
right of way. 

2. Real estate.—Some information as to the value or cost. 

3. Clearing and grubbing.—Cost of rock, loose rock, and earth excavation 
on different portions of the line. Probably the companies can give us actual 
contract costs covering a wide variety of conditions. . 

Profiles of the lines—If the companies have complete profiles, they could 
probably loan them to your Commission for study in the office or on inspections. 

4. Tunnels—Number, length, section, material, cost. 

5. Bridges, trestles and culverts—Possibly the companies may have com- 
plete lists of these structures, and information regarding general dimensions, 
material, and type, and perhaps also cost. 

6. Ties —Cost and number per mile. 

7. Rails—Weight, date of laying, length and cost delivered on the ground. 
8. Frogs, Switches and crossovers.—Types used and prices paid. Perhapy 
the companies also have the number. 

9. Track fastenings and other materials—Standard type and the cost. 

10. Ballast.—Standard cross-section of road-bed on different parts of typical 
portions of the line, kind of ballast and quantity per mile, cost of ballast of 
different kinds, under the different conditions. 

11. Track laying and surfacing. —Cost. 

12. Cattle-qguards.—Standards, cost. 

18. Fencing right of way.—Type, cost, and length. 

1h. Interlocking and other signal apparatus.—Statement of kind, number, 


ete. 
15. Crossings and signs—Standards and what other information the com- 


panies have. 

16. Telegraph and telephone lines——General Statement. 

17. Station buildings and fictures.—Possibly the companies have a com- 
plete list of stations, with information regarding size and material of buildings. 

18. Shops and engine houses.—List and general description. 

19. Shop machinery and tools.—List and loeation of shops and size, and 
such other information as may be available. 

20. Water stations and purifying plants——List and general description. 

21. Coal handling plants.—List and general description. 

29. Grain elevators.—List and general description. 

23. Storage warehouses.—List and general description. 

2). Dock and wharf property—List and general description. 

25. Power plants and transmission.—General statement. 

26. Snowsheds.—Standards, length, cost. 

27, Masonry.—Possibly the companies have complete lists of masonry struc- 
tures, cost of concrete and stone work per yard on different typical sections. 

28. Overhead bridges.—Possibly they have complete lsts of these. ~ 

29. Coal and ore docks.—List and general description. 


20g—8 ; 
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380. Floating equipment. 
31. Hotels and restaurants—List and general description. 
Finally, statement of any other property of the companies. 
Yours truly, 
Gro. F. Swain. 
Sir Henry L. Drayton, 
Commission of Inquiry into Railways and Transportation. 


In accordance with this letter, a communication was sent to each of the railroad 


companies by Sir Henry Drayton, a copy of which follows :— 
Aucust 22, 1916. 
My pear Mr. —You have already been written to for several char- 


acteristic costs. The engineer in charge of physical valuation desires the data | 
required by the enclosed memorandum, and the Commission would be oblidged 


if the same is forwarded at the earliest possible date. 


We understand that most, if not all, of this data is available. Speaking 
generally, it is required for the annual report. In order that there may be no 


delay, the Commission will be much obliged if the company will forward the 
information which it can now readily compile, as well as any other further 


information bearing on the value of the physical asset that the company may — 


have, at the same time indicating what, if any information desired it has not 
got and how long it will take to prepare it. 


Yours faithfully, 


H. L. Drayton. 
Ene. 


INFORMATION REQUIRED FROM RAILWAY COMPANIES AS TO PHYSICAL PROPERTIES. 


1. Right of way and station grounds: The cost to the company of purchasing or 


otherwise acquiring its right of way and station grounds, for each of the company’s 
different operating divisions, and the present assessed value of the same, together with 
accurate data as to the width of the right of way and acreage of station grounds. 

2. Information as to the cost of the company and present assessed value of the 


real estate owned by the company, other than the right of way and station grounds, by j 
the different operating divisions in which it is situate, showing its acreage and the pur- — 


pose to which it is put. 

3. Cost per yard of solid rock, loose rock, earth excavation work, and other 
material on the company’s several operating divisions. 

4. The production of the company’s working profiles under which the line was con- 
structed; such profiles to show the classification of the different excavations and fills 
and their quantities. 

5. The number of tunnels, their respective lengths, sections, material, cost and 
location. 

6. A return of the company’s information as to the number of bridges, trestles, 


showing where they are situated, their length, height, dimensions, material, type and — 


cost. 


: . ; | 
7. A return of the company’s information as to the number of culverts, showing — 


where they are situate, their length, height, dimensions, material, type and cost. 

8. The number of ties per mile and their cost. 

9. The weight, date of laying, length and cost of rails at mills and delivered on 
the ground. ; 


: 
] 
: 


“a 


10. Such information as the company possesses as to the frogs, switches, cross- — 


overs, passing tracks, and sidings in each operating division; such information to show _ 


types used and standard prices paid. 
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| 11. Details as to track fastenings and other materials used, the company’s stan- 
dard type and cost. | 

19. Ballast—Standard cross-sections of the road-bed on different parts of typical 
portions of the line, showing the kind of ballast used, depth, and quantity in yards, per 
mile, together with the cost of the different types of ballast used. 
| 13. The cost of track laying and surfacing in each operating division. 
| 44. The number of cattle guards in each operating division, and cost. 
| 15. The type of fences used in each operating division, the length of fence, and 


cost per mile. 


| 16. The location of interlocking and other signal apparatus in the different 
divisions, with information as to their character, number, and cost. 
| 17. The cost to the company of crossings and signs, and their number in each 
joperating division. 
| 18. The company’s telegraph and telephone lines in each operating division, the 
| umber of wires and poles used, and cost per mile. 
| 19. The number of station buildings, freight sheds, or other facilities in each 
loperating division, size and material, and cost to the company. 7 
| 90. A list of all shops, engine houses, and turntables in each operating division, 
jgiving particulars as to size, with cost, and a general description thereof. 
91. The cost to the company of the shop machinery and tools located in the shops. 
| 99. list of all water stations and purifying plants located on the different operat- 
ling divisions, and their cost to the company. 
| 93. A list and general description of coal handling plants and fuel stations on each 
loperating division, and their cost to the company. 
| 24. A list and general description of all grain elevators owned by the company on 
leach operating division, their capacity, and cost. 
| 25. Storage warehouses: A list and general description of all storage warehouses 
jowned by the company on each operating division, their capacity, and cost. 
| 96. A list and general description of all dock and wharf property owned by the 
company on each operating division, their capacity, and cost. 
| 97. A list and general description of all electric light, power, and transmission 
plants owned by the company on each operating division, their capacity, and cost. 
98. A list and general description of all gas-producing plants owned by the com- 
pany on each.operating division, their capacity, and cost. 
| 99. A list and general description of all snowsheds owned by the company on each 
loperating division, and cost. 
| 30. The number of overhead highway bridges on each operating sub-division, their 
length, type, and cost to the company. z 
| 31. The number of gates and electric bells maintained by the company at cross: 
lings on the different operating divisions, and their cost, 
| 39. A list and general description of all coal and ore docks owned by the company 
'on each operating division, their capacity, and cost. : 
33. A list and general description of all hotels and restaurants on each operating 
division, owned by the company, and their cost. 
34. Any other property owned by the company on its different operating divisions, 
|its description, and value. 
After the return of the Commission from its western trip, about the end of Sep- 
tember, I was given to understand that my work need not be completed until early in 
| March. In the meantime, no data had been received from the companies excepting a 
| few profiles and some lists of bridges. It was essential, therefore, if any field work 
| were to be accomplished during the season, that the field men should be started at once. 
| The time between Mr. Chadbourn’s arrival in Ottawa, September 6, and the first week 
in October, had been consumed in conferences with the companies with reference to 
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the character of the material to be furnished, in preparing the offices, in engaging and 
instructing the men, in the preparation of instructions for field engineers, and in the 
preparation of some typical yardsticks or estimates of cost per mile of typical lines, 
omitting special items. It was decided to carry out a valuation reconnaissance, send- 
ing engineers over all the lines, with such profiles, lists, and other information as was 

available, with instructions to observe and note all elements of physical value. 

Considering the difficulties in getting men, the fact that no information was avail- — 
able at the start, and that the men secured had had no experience in valuation work, 
I consider that we were as expeditious as could have been expected, in being able to { 
start our field work, as we did, by the middle of Octcber. It takes time to collect 
a force of competent men, and, on account of the war, the fact that we were limited © 
to Canadian engineers, it took, in this case, longer than it would ordinarily have 
taken. 

We had hoped and expected to receive from the Canadian Northern Company all 
profiles before the field men started on their work, in order that they might go over 
the lines with those profiles before them. By the middle of October, however, we had 
only received profiles for a portion of the lines, so that in most cases the field men — 
were obliged to start with no data, but simply with their note-books. 

Qn October 16, Mr. Chadbourn and I, accompanied by Mr. W. P. Kellett, a well- 
known Canadian engineer of Brantford, Ont., who had had to do with the construction ~ 
of several railroads, and Mr. D. O. Johnson, of Toronto, a contractor of long experience j 
in railroad work, and accompanied also by a number of our field engineers, set out from 
Ottawa for a trip to the Pacific coast by way of the Canadian Northern lines going — 
west, and the Grand Trunk Pacific returning. On this trip the field engineers were 
instructed as to the method of taking their notes, the points to be observed, and all 
other pertinent matters. Each field engineer was left at a suitable point in the terri- _ 
tory assigned him, while Mr. Chadbourn, Mr. Kellett, Mr. Johnson, and myself pro- — 
ceeded upon our trip, picking up from time to time other field engineers whom we had — 
engaged, and instructing them similarly. | 

The main purpose of this trip-was to enable Mr. Chadbourn and myself to become ~ 
thoroughly acquainted with the lines on which we were engaged, the physical character- _ 
istics of the country, and also in order that we might discuss with Messrs. Kellett and _ 
Johnson and with the superintendents and engineers of the companies the question of : 
unit prices. Each evening a session was held at which these matters were discussed, — 
and each member of the party expressed his opinion as to the fair unit price to be © 
assigned to each of the elements involved. Records of these opinions were kept and 
have been of great service in the office in deciding upon the final unit prices to be 
assumed. In connection with this work, Messrs. Kellett and Johnson rendered service _ 
of great value. Both of these gentlemen are men of experience and excellent judgment, — 
and having had experience, in many cases, in the very territory through which we _ 
were riding, they were able to take account of local conditions, and to give reliable and — 
unprejudiced opinions. The superintendents and engineers of the Canadian Northern ~ 
Railway were also of much service to us, telling us actual prices paid, actual values of _ 
farm lands, actual methods of construction employed and in other ways giving infor- 
mation of great value, all of which was noted and used in the final figures. 

The field engineers were sent over all of the lines, and instructed to take a position 
at the rear of the train and take note as they went along, of every element of physical 
value which could be observed. While stopping at stations, they were to descend from — 
the train, observe the rails, the spacing of ties, the character and depth of ballast, width 
of right of way, and any other elements which the time allowed. When longer stops — 
were made, as at division points, they were to make sketches of the yards, buildings, and ~ 
other property, with as much pertinent information as possible; they were to confer 
with division superintendents, engineers, track foremen, and any other railroad { 
employees who could give them information; they were to make inquiries of railroad _ 
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officials, real estate agents and others as to unit prices, value of right of way and 
station grounds, and any other pertinent matter. If necessary, they were to travel 
several times over the line, observing each time only certain selected elements, or to 
return to division terminals or important towns, stopping over as long as might be 
necessary to gain necessary information. They were to ride on freight or passenger 
trains, and in some cases a gasolene motor car was put at their disposal, or they used 
hand-cars with the assistance of the track-gangs- In other words, by riding over the line 
and stopping as long as necessary at proper points, they were to make a physical inven- 
tory of the properties. 

They were to observe the general character of bridges and other structures, the 
character and classification of material in cuts, the presence of borrow pits, the slope 
of the ground at cuts, the width of road bed, character of drains, presence of muskegs,. 
or other points where difficulties were probably met in construction, the probable 
amount of clearing, character of telegraph lines, fences, and in short, they were to: 
make note of any matters which were necessary in order to make it possible in the office 
with the aid of the lists, standard plans, and profiles, to inventory and value the physi- 
eal property.. 
| For this work engineering experience and good judgment were of course necessary. 
An experienced man, by riding over a line once, especially in the prairie section, would 
be very apt to note with reasonable accuracy all elements of value. In more difficult 
-ecuntry several trips over the line might be necessary, each trip being devoted to the 
observation of certain particular elements. Station buildings and roundhouses were 
all built to standard plans designated by numbers, and all that was necessary was to 
note the number, so that afterward in the office the inventory and valuation might be 
made. 

Tn all of this work the operating officials of the company co-operated most cor- 
ially, supplying the field men with information, providing them with transportation 
fucilities, and in general, doing all they could to facilitate the work. My sincere thanks 
are due to the company and its officials for their attitude and their co-operation in these 
matters. 

A special expert was engaged to estimate the value of buildings. In his hands 
were placed the standard plans as soon as received from the companies, and upon them 
he based his estimate of cost of reproduction. This expert travelled over a good por 
tion of the lines, visiting at all events important terminals, and inventorying all build- 
ings of every kind, and noting character of construction and any other elements 

affecting cost. 
| The plan of work adopted will be made clearer by the detailed instructions to field 
engineers, which were as follows :— 


INSTRUCTIONS TO FIELD ENGINEERS. 


(a) General—tThe object of this bureau is to make a close valuation of the pro- 
perty of certain railroads in the Dominion of Canada. Great care must be taken to 
include everything that is owned by the railway companies. 

Information obtained from any railroad company or any of its employees, or from 
leeal residents on any part of the line must be verified to the satisfaction of the inspect- 
ing engineer in the field. All employees must bear in mind that they are not in any 
vay employees or agents of the railway company, and that they are to form their own 
e.nclusions without any regard to the purposes for which the valuation may be made. 

Constant vigilance must be exercised to avoid ommission of hidden quantities or 
extraordinary cost conditions. It is desired to make as rapid progress as is consistent 
with good work, it must be borne in mind, however, that it is not attempted to make 
a minute detailed inventory, but conclusions must be arrived at from a careful analysis 
made of analogous conditions, applying these units of measurement thus carefully 
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a-certained to other similar territory, noting during inspection such variations as can 
be observed or discovered. 


(b) Typical Mile—A statement will be furnished each inspecting engineer show- 
ing the quantities covered by such of the accounting classifications as are most nearly 
independent of the topography of the country: Each engineer must acquaint himself 
thoroughly with the method of preparation of this type and must have completely in 
yuind at all times the elements of cost which have been included therein, and those 
which have been omitted on account of their variability. This type has been prepared 
from careful inspection and stated actual quantities found in long stretches of similar 
country, which have been averaged so far as the quantities are concerned to include the 
average amount of such quantities per mile. Tentative unit costs have been used in 
the preparations of the type for such items as are most nearly constant. These unit 
costs will be revised later and the variable features together with their cost will be ~ 
added on the basis of the data gathered and the opinion of the inspecting engineer in — 
cach district. The inspecting engineer is to make full notes of variations from the 
typical mile, also of all property not covered by this typical mile, and also such esti-— 
12ate of unit costs or total costs as he may be able to form. 


(c) Method of Inspection—The entire line will be traversed by an inspecting 
engineer, generally using regular trains, sometimes using gasolene inspection car as 
may be supplied by the railroad company, and in isolated cases possibly by a special 
train using a business car. It may be necessary where trains are used to arrange with 
the railway company for a business car. “The engineer should make his notes in such 
a manner that his attention shall be drawn as little as possible from a close observation — 
of the property. (See e.) In occasional places it will probably be necessary for him — 
to walk over the line, or parts of it, to secure the use of section-men’s car. 

Inspection made in the manner above described will not include large yards and 
terminals, which must in every case be handled by the engineer spending considerable 
time at the yard or terminal, having in his possession at the time the map of the — 
sume as submitted by the railway company. = 

The inspecting engineer having obtained from the railway company, generally 
through this office, such condensed data as he can carry with him, and haying ~ 
fomiliarized himself with the typical unit, should, in his field inspection, note care; — 
fully all divergencies from the standard type, both as to deficiencies and additions. 


(d) Elements of property——tIn the following paragraphs will be found notes 
relating to each classification given :— 


(1) Engineering —No attention will be paid to this item in field. 


(2) Right of way and Station Grounds.—The railway company will furnish 
data relating to width of right of way and the extra width at stations. The inspecting 
engineer should, so far as practicable, roughly observe this width and make occasional 
note on his observation. Perhaps while stopping at some station he can pace the width. 
It is important, however; that he should make enquiry and obtain as accurate informa- 
tion as practicable, as to the value of adjoining land; not what it cost the railway 
company to obtain the right of way, but the present real value of adjoining lands for 
the purpose for which they are used. This statement applies generally to rural 
land. In the larger towns he should make more careful inquiry, if opportunity 
presents itself to do this on the trip; at least he should make every effort to do so. 
He should remember later, in the office, in making up right-of-way values, multiples, 
will be applied to the basic values as above secured, to represent the additional value 
for railway purposes on account of severance, damages, cost of acquisition, etc. He 
c*hould make every effort to secure sufficient data to form a definite opinion for any 
particular line in its entirety, leaving very little subsequent work in this category to 
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| be done, otherwise the work will be very much delayed. It will be necessary for the 
inspecting engineer to stop at larger towns or cities for such time as may be neces- 
| sary to gain the requisite information. (See e.) 


(3) Real Estaté—This is an item for special investigation and will in general 
| receive no attention from the inspecting engineer while inspecting lines, unless he can 
/ conveniently obtain information, in which case he should not omit to do so. 


i 


(4) Grading.—The inspecting engineer must note carefully the amount and char- 


| acter of work on each line,- He will have with him the profile of the line, but it will 
| not be practicable for him to note in each cut the classification of material. To attempt 
| to do this would make it impossible in many cases for him to make any other observa- 
| tions, and his estimate, moreover, would be likely to be largely in error. He should, 


however, make general notes on each sheet as to the material in cuts, such for instance 


! as “cuts all rock,” “cuts mostly earth,” or such other, general observations, as to 


quantities or material, as the case admits. From his inspection and from such other 


| data as he may be able to secure, the office force will check up the information received 
| from the company. 


He should also be careful to observe and make notes relative to clearing and 


|. grubbing. 


A sharp lookout should be kept for any stream diversions, retaining walls, riprap, 


| cribbing, or bulk heads. ‘Relative to these five items, if he is not able on his first trip 
| to make sufficient notes to make the approximate estimate he should make inquiry 
| from proper railroad authority and possibly in some cases visit the site again. 


It will be necessary to keep a sharp lookout and make notes concerning muskegs, 
sink holes, and the like. The railroad company will furnish data relating to such places 
and show their location, but the inspecting engineer must make as careful observation 


as time permits. It will be necessary to be liberal in treatment of these matters for it 


is extremely difficult to determine after completing the line what work has been neces- 
sary in such places. . 

Care must be taken to note where there is more than one track in order that suit- 
able roadbed width may be taken into account. 


(5) Tunnels—These will be special in every case except where they are very short 
and therefore of little consequence. The inspecting engineer will make note of all 
tunnels and character of lining, if any. In case of long tunnels, the railroad company 
will furnish complete data which will be turned over to the inspecting engineer for him 
to approximately check up. | 


(6) Bridges, Trestles and Culverts ——For our units of estimation, an amount per 
mile expressed in dollars will be determined from profiles for territory where culverts 
are small and infrequent. Usually a profile will give sufficient data. 

The railroad company will furnish a list of all bridges showing character, quan- 
tity of steel and quantity of masonry. The inspecting engineer should check this list 
as he travels over the line. If he has no list, he will note character of each bridge. 


(7) Ties.—Determine number of ties per mile by counting the numbers of ties per 
rail length at times when the train is stopped, being careful to note whether 30 foot or 
33 foot rail is used. Also make inquiry where possible, of section foremen, roadmas- 
ters, or others. Note also approximately the kind of ties. If they are largely of one 
kind, or if mixed, make note of that fact. At close of day’s work make a general note 
from your impressions, of the condition of the ties. Make note whether the turnouts 
have switch timber or are laid with the ordinary track ties. Make notes and secure 
data, from inspection or inquiry, of the size, kind and spacing of bridge ties. Note 
particularly if any treated ties or treated bridge timber is found and from inquiry or 
inspection make sufficient notes to determine quantity. 
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(8) Ras.—Note weight of rail per yard in main tracks, and in sidings if possible. 
At close of each day’s work, make a note relative to the condition of rail. 


(9) Frogs and switches—From observations made during the day’s work make 
notes at night relative to the kind of frogs, switch stands, switches, and as to their 
general condition. : 

Make note of any railroad crossings and roughly the angle and if possible note if — 
it is made of ordinary rail, heavily reinforced, manganese steel or any special feature — 
relating to the same. . 


(10) Track fastenings and other materials—Make special observations during the 
day and record at night notes relative to type, length, number of bolt holes in angle ~ 
bars, and in ease any other type of joint is discovered, make note relative to same. 

Note during inspection any guard rails on curves, bridges or in tunnels. 

Note or secure information relative to the use of tie plates, rail braces or anti- 
creepers. 


(11) Ballast—Be careful to make sufficient notes of the different kinds of ballast — 
so that a close approximation can be calculated from notes. More particularly note the 
kind of ballast. and both from inquiry and observation determine its depth, note as 
so many inches under the tie. 

From inquiry ascertain the approximate or average distance to haul ballast on 
any particular line, as this feature een adds very materially to the cost of 
ballast. 


(12) Track Laying and Surfacing—As this is entirely a labour item it can be 
arrived at readily in the office, but if there are any special or unusual features which 
make this item more costly than is customary, as notes and state carefully the 
reasons for conclusions arrived at. 


(13) Ratlway Tools——No attention need be paid to this on inspection trip. 


(14) Fencing Right of Way.—Note with reference to all the line inspected each 
day whether it is fenced on one or both sides, and the character of the fence. If pos- 
sible make brief notes concerning cattle guards and wing fences thereto, and any side 
fences at highway crossings. 


(15) Crossings and signs.—Make such observations during his inspection as will 
enable him to make notes concerning approximate number of various kinds of signs, 
such as mile boards, whistle posts, station boards, crossing signs, etc. Note the exist- 
ence and location of over or under crossings, gates, alarm bells, ete. 


(16) Interlocking and other Signalling Apparatus—Make general notes regard- 
ing apparatus coming under this heading and its character and location. 


(17) Telegraph and Telephone Lines.—Observe and make such notes as may be 
necessary, stating whether such lines exist or not, the number of wires, the approxi- 
mate number of poles per mile. Secure from proper railroad authority data with refer- 
ence to number of instruments and other special apparatus coming under this heading. 


(18) Station Buildings and Fixtures——Make suitable notes relating to stations and 
accessory buildings. At each station note character and approximate dimensions of 
each building, platforms, and coverings :— 


(a) For the usual customary small station existing at most points an esti- 
mate will be furnished and a proportional amount of same will be included in 
the typical mile. 

(b) Where a more costly or more extensive station and other buildings 
exist, further data will be necessary to make a special estimate of same. In 
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such case make such notes as practicable without a special stop and later secure 
additional data if necessary from the main office, or from railway company. 
In most cases sufficient data will be furnished by the railroad company. 

(c) At large stations and terminals this matter will be considered by a 
special engineer. Make a note for each day showing general condition of build- 
ings as good, fair or poor. 


(19) General Office Building and Fiztures.—The inspecting engineer will not 
consider this matter at all unless instructed to do so. He should, however, make note 
of such buildings. 


(20) Shops, Engine-house and Turn-tables—The railroad company will furnish 
complete data for all structures coming under this heading, and such information 
will be furnished to the inspecting engineer. He should, however, make general note 
of their existence, character and size. 

Where these structures occur at terminals and at the larger places where 
inspecting engineer will probably stop in any event, he should make full notes 
eoncerning the structures as to size, kind, character of construction and any other 
special features to enable an approximate estimate of the value of the structures to be 
~ made. 


(21) Shop Machinery and Tools.—The inspecting engineer will give no attention 
to items coming under this heading unless he is specially requested to do so, in which 
ease a full list and description of the items will be furnished him in order that he may 
make an approximate check. 


(22) Water Stations —The inspecting engineer will'note the location of water 
stations and information concerning their character. 

Tf there are any special features, such as reservoirs, dams, or treating plants, 
he must secure from proper source sufficient information for an estimate of value to 
he made. The railroad company will furnish complete data regarding these matters, 
and in general it will only be necessary for the inspecting engineer to check such 
information. ; 


(23) Fuel Stations —The inspecting engineer should note the location and char- 
acter of all the fuel stations. Complete data will be furnished by the railroad company 
of all such stations, and in general it will only be necessary for the field engineer to 
check such data. 


(24) Grain Elevators——The inspecting engineer should make note of the location 
of any elevators belonging to the railway company, and if possible state kind of 
construction, capacity and type. 


(25) Storage Warehouses.—Inspecting engineer should make note of the location 
of any storage warehouses, and if possible give approximate size and type of construc- 
tion. 

Buildings coming under this classification are not the ordinary freight warehouses 
where freight is received for shipment, but are houses in which merchandise is stored 
and which is operated as a storage warehouse solely. 


(26). Dock and wharf property.—Make such notes as practicable. 


(27) Electric light plants.—If the existence of any plants coming under this head- 
‘ing come to the knowledge of the inspecting engineer he should make note of it, and 
notify this office promptly of its location. 


(28) Electric power plants—If the existence of any plants coming under this 
heading.come to the knowledge of the inspecting engineer he should make note of it, 
and notify this office promptly of its location. 
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(29) Electric power transmission.—lf the existence of any plants coming under ~ 
this heading come to the knowledge of the inspecting engineer he should make note of 
it, and notify this office promptly of its location. 


(30) Gas producing plants—If the existence of any plants coming under this ~ 
heading come to the knowledge of fhe inspecting engineer he should make note of it: 
and notify this office promptly of its location. 


(31) Miscellaneous structures—Under this heading are included all structures 
which do not come specifically under some one of the previous classification. They 
should be noted in as great detail as the case warrants. ” 

The typical unit includes an item to cover the occasional minor structures charged 


to this account. ‘ 


(e) Special details —The inspecting engineer will, before beginning his inspection, 
thoroughly familiarize himself with these instructions and with the pamphlet entitled 
“ Classification of Expenditures for Road and Equipment,” and will carry a copy of 
each with him. 

He will also carry a 6-foot folding pocket rule. 

He will also carry with him such data relating to the line, such as profiles, bridge 
lists, ete., as may be available. 

He must plan his inspection with care, having reference to time schedules, the 
time necessary for stops in towns, etc., having in view the economical and expeditious 
prosecution of the work. If he goes over a line twice, once going and once returning, 
be should divide the work between the two trips; for instance, observing track going 
one way, and buildings the other. 

In the course of his work, the inspecting engineer will probably be able to pick up 
items of information as to unit prices at the present time, fair average unit prices, and 
cost of certain elements. All such information should be noted, together with its 
source. 

He should also note, on each line or portion thereof, the general condition of the 
property, whether it has been maintained in good operating condition, or whether it 
has been allowed to depreciate unduly. This should be noted on, each sheet. 

As soon as the inspection of a line is completed, the results should be sent, regis- 
tered, to the office at Ottawa, in order that they may be examined and worked up. 

Many of the items included in the various accounts are included in the typical 
unit. The primary features to be observed by the inspecting engineer are the items 
which vary or differ from that unit, or are not included in it, deductions or additions 
may be made as the facts require. 

These items are the following :— 

(2) and (8) Real Estate: Unit prices of these are, of course, subject to wide varia- 
tion. The inspecting engineer can obtain much information on these matters, par- 
ticularly in rural territory; but much will be obtained from the companies or will be 
secured elsewhere. ; 

(4) Grading. 

(5) Tunnels. 

(6) Bridges. 

(11) Ballast. 

(14) Fencing. ; 

(15) Crossings and signs, so far as concerns over or under crossings. 

(16) Signals. 

(18) Buildings. 

(19) to (81) Special items. : 

For these items, more or less complete data will be furnished by the railroad com- 
pany, and they should be carefully observed by the inspecting engineer, in order that a 
reasonably close check may be made. 


Me 
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If any items are overlooked be sure that it is the small ones, such as signs; and in 
any event give the least attention to the least important items. 

Inspecting engineers should be in thorough harmony with the general plan and 
methods of this work, for only in this event can the best results be obtained. 

Each inspecting engineer must report daily by mail to the head office, in Ottawa, 
sieting the work done during said day, and must keep the central office informed as to 
wlicre he ean be reached by mail and by telegraph. If necessary, use the telegraph, 
but avoid such use as much as possible, and in the event of a long message being neces- 
sary, send night-letter or day-letter as circumstances dictate. 

(f) The inspecting engineer should make note of: all unnecessary work, specifi- 
eally stating, if possible, its character and amount. ; 

In the manner above described, all of the lines of the Canadian Northern Rail- 
way system, with the exception of the Halifax and Southwestern Railway in Nova 
Seotia, and the Niagara, St. Catharines and Toronto Railway, and all of the Grand 
Trunk Pacific, together with a few typical sections of the Canadian Pacific, were 
covered by our field engineers between the middle of October and the end of the year. 
Very fortunately for us, there was no snowfall until late in the season, and we were 
able to complete our work practically with no snow on the ground. 

Since the beginning of 1917, the Niagara, St. Catharines and Toronto Railroad 
has been inspected, though under less favourable conditions, but no inspection has 
kcen made of the Halifax and Southwestern Railway. 

While the above described work was being carried on in the field, information was 
slowly coming in from the railroad company. As fast as received, this information 
vas worked up in the office. So-called typical units were prepared, the items of 


property being classified in accordance with the classification adopted by the Railroad 


Commission, and the values of certain standard items, such as rails, frogs and switches, 
track fastenings, and other items which might fairly be assumed as standard, were 
listed; variable items being left to be filled in after the completion of the field work. 
The standard items and the quantities of excavation were worked up from the profiles, 
mans of stations and sidings, rail maps, and ‘other information received from the 
companies. ; 

When the field men returned, therefore, all of this information was available 
and all the profiles received up to that time had been gone over and the quantities 
calculated, assuming the surface of the earth to be level. Each field man was there- 
upon assigned to the final computation of lines in his territory, based on the informa- 
tion which he had secured with reference to slope of ground and classification, the 
erading quantities were corrected, all the other items checked, and the special items 
snserted. ‘The record for each line with all computations, was kept in a separate book, 
in the front of which was pasted the typical unit. for that line with the average cost 
per mile, excluding items purely special, and at the end of each are computed the final 
cost of reproduction per mile of such line, and its total cost.of reproduction, including 
overhead charges, together with the depreciation. 

The final result for each line was entered upon a card, and the cards kept 
together in a filing case. These cards, together with the books, constitute a permanent 


~ yecord of the results for each line, and can be used in future as occasion may demand. 
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The following is an illustration of a typical unit and of the card which goes with it:— 


CoMMISSION OF INQUIRY INTO RAILWAYS AND TRANSPORTATION. 


TYPICAL UNIT. 


Canadian AN orthern Raa way caossikigth 0 ok pata ee ae SAS ete Saskatoon—Munson 
Single track. ; 302-5 miles. 
\ 
om Depre- 
ciation, 
$ $ 
2 Right of way and station grounds. . Meee a a Ce Pin Pe rm gg len Rag. 2 nie eG 660 0 
SvLvea estate, SPeeial nei ke cas 5) F.0 k eter BUENO oh ic eke eae en 0 0 
4 Grading 
Clearing BUG PIR DDINGS 5 we. nace eet Nees eis eee ue eer eos 0 
Other grading items............ Eig ae a Aah > Mee UeLae ee SOP OO 
- 3, 645 0 
DUNES mNONCS « o Senmitcise a Tees ane Re a ute percha dle a ar Pee NaN eth ea ee 0 0 
6 Bridges—None. 
Prost les setesacte ¢ saa eee eA io Oe fy he en eee O33 baa ceo ee 253 
Calvert, pipes, drains, ote cu my ite hed ate ed a on nak ee 126 759 36 
7 Ties, 2,985 per mile at 70 cents 
Bridge ties 1-8 M.B.M. at $55 P 
Swithch ties 1-8 Turnout at $55 .... ........5. BR ay oh hn Sie 2,188 1,092 
Sai (o0rpounds j,'104 tons abea9.02 per ton. + 2 erscew ck oe eee ae eee 4,058 1,189 
oe Frogtandewitches 2c Aare ee eee Yee bea Doha cd a ee eee ee 49 15 
10 Track fastenings and other material— 
110°3-%, A. bars'at$250.22 per mile=* 0 Se oS. i) ee $276 
LILO 2307, -bolts,at48-05: perinile ois ~ tes eer taht oath wipe aren a] 
Spikes 3,000 ties at 2-6 pounds per tie=78 cwt. at #2. 73 per ewt. = 213 
Tie plates per mile\at.<"=" (eaohes ss yes tet see 
542 163 
11 Ballast, 1,646 cubic yards per mile at 75 cents per cubic yard in place... . 1, 202 601 
12 Track-laying and surfacing 110-3 % of a mile at es per mile Hor (for lying) 5 
of a turnout at $50 each ©... Bissi's Ratt aa Sak ange ae ae ae 632 316 
13 Roadway tools, 1 outfit at $160 divided by B (pee Sdn lathes er eee 20 10 
14 Fencing—right of way—2 fence miles at $250 per ene plus cattle guards and 
POLOS Slate Sie are ene face one giacli save bene etal eae Oe cae a eee Koma IR 8 553 276 
15 Crossings and BETS. Sons ee eto te Rage tee aes oe Sees eae le Re ke ee ae 37 18 
16 Tnterlocking and other signal apparatus, 10 % station semaphore at $40 ........ 4 1 
17 Telegraph and telephone lines—1 mile at $306, plus 10 % for instruments, etc. 337 112 
18s Station buildings and: fixtures (fay aie a ee ee ee 486 212 
19 General office buildings—None. 
20 Shops, ete.—Special. 
21 Shop A ene grea States agracss, atte nets DR op Cee Dery ise pctia re Lior 
DOW ater statiOnsyen ts. aaa. Laee, rete she inthe cing DyO Moe Me eae RL et emer: 234 58 
Dae AUC Sta wlONS <oh5.c. ae nk 6 tak pt b Aah eae ae eee er ee Grasse eg F 113 28 
SlMiscellancoue structures .o.23.76 .vae ol ro Gee. eee ae Se ee eee 556 139 
Maintenance and temporary work during construction.................... . .. 250 ee ae 
Solidification and adaptation or deferred construction.......................... 320 64 
A Wis 729 en Pert WEE gal ETL WANs rbk eda Ran aia, sop "ith, Pent $16,645 |. cere .caes 
Cont. =5% of total; Dep. of C.=20%=% 1% of total. 
Depreciation of Contingency item.................-..50- Re ee Pia tates: 166 
Dspreciation per mile of track... .............4: Shei a: Hie ps pusamesgl | Ciara eek ; $4, 658 


Notre— Where details are not shown, they may be found in detail book. 
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CANADIAN NORTHERN RAILWAY. 
Card No. 


(Main Line) Saskatoon ~Munson 302°5 miles. 
V.S. 47 
$16,645 (From typical unit) x 302°5 miles.. ........ Bae tate te ices Noe pe UaDs 1 Le 
: ( Engine-house, turntable, etc., at Kindersley. rs Nay Bes 47,055 
Special | " " " Ae Sri: an ek eg cooler © ee ne 64,416 
Items 4 Shop machinery at Kindersley and Hanna......-....-. ++ 0++++: 19,377 
| Interlocker and frogs M.P. 3 8 CE SP cr ae aca reat ri hen 5,614 
| Portion of Saskatoon Terminals property ........-.+-+++-se++ +: 97,500 
$ 5,269,074 
Overheads : 

Total land, $660 x 302°5+$97,000 $ 297,150, MAT Pon JAN osc hgh ena s : 71,316 
Other Meas; Liens. yin oc eens. 4,971,924, 27°2% on O.M.T..........-. 1,352,363 
$5,269,074 $ 6,692,753 


Rate per mile, $22,125. 
Inspector: Balloch. 
Statements : Chadbourn. 


For details of overhead percentages, see pages 31-32. 


(Back of card.) 


g 


LAND, INTEREST AND DEPRECIATION. 


($86,645 -660) x 302°5) 20.6... ee eee eee Ree hee, a Ses roe reno $ 4,835,462 
Special items other than land... .......----.0 eres oe 136,462 
Total lend Jan te) wee 2 an bes eae Ree Ee a Sh tr cc $ 4,974,924 basic cost. 
. 297,150 land. 
10 Pontbaric COS: Genet. to oan eee apie eee $ 497,192 
NS Rt crnic Eats fees Sigh A ee Si iia ory eee nee as ke 53,487 
— 550,679 interest. 
D2 OI DARIO GOST roan 2 seed aa teem tne $ 855,171 
GS AOnlanilies. cng pee en Sa ae og eles em 17,829 
—— 873,000 rem. overheads. 
$- 6,692,753 Total. 

Depreciation ($4,658 x 302°5)..... 0... --. eee eee $ 1,409,045 
" Special items..... we ie A AE SA a, 34,114 

Hae. a ea OTEAAS 158 

Estimated cost of reproduction less depreciation . ........+++> $ 5,249,594 


DETAILED METHODS OF WORK. 


The making of a physical valuation involves two distinct operations: (a) The 


determination of quantities; (b) the determination of the unit prices. The total value 
of each item is the product of the quantity and the unit price. 

More detailed information with reference to the methods of obtaining these 
clements will be found in the report of the Chief Engineer, Mr. W. H. Chadbourn, 


which is attached hereto. A brief summary, however, may here be given. 


(1) Canadian Northern Railway System. 


(a) Determination of Qualities—(Using classification of Railraad Commission.) 
(2) Right of way and Station Grounds. 
(3) Real Estate. 
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The right of way on these lines is practically uniform in width for many miles 
with an increase of width at station grounds for a definite length, all dimensions being | 
standard. ~The location of stations being known, together with the standard widths, 
the number of acres of right of way, including station grounds, per mile, is easily 
obtained. At larger towns and cities where the companies possess terminal property or 
other real estate, maps were supplied showing location of such property. The areas 
were computed and tabulated and the values ascertained by special investigation. 


(4) Grading—No attempt was made to determine quantities of grading in the ~ 
field. These quantities in the case of the Canadian Northern Railway wee determined 
from the profiles, assuming first, that the ground was level, and then modifying this 
result on the basis of information noted by the field engineers. Classification of 
material was made on the basis of notes by the field engineers, and also the amount of 
clearing and grubbing. Overhaul was estimated on the basis of the profiles and the 
location, where, although the centre line would show no cut or fill, there was cut on 
one side and fill on the other. 


(5) Tunnels.—Detailed information was in every case secured from the company 
rclating to the length and cross-section of tunnels.: Field engineers noted character 
of material. 

(6) Bridges, trestles and culverts—Lists of these structures were furnished by 
te railroad company, and lengths were taken from the profile. Weights of steel or 
quantities of timber were estimated from standard diagrams, those for timber trestles 
having been prepared in the office, giving quantities per foot-length for various 
heights, based on the standard designs. Small openings, such as pipe and box culverts, 
were all estimated from the profiles. 


Track, including: 

(1) Tres. 

(8) Rail. 

(9) Frogs and switches. 
(10) Track fastenings. 
(11) Ballast. 


Quantities of these items were based on observations by the field engineers 
together with such information as was afforded by the profiles and maps of station 
grounds supplied by the company. 


(12) Tracklaying and surfacing.—To estimate this, the mileage of sidings, as 
cetermined from the profiles, together with mileage of yard tracks, as determined from 
maps or by the field engineers, was added to the main line mileage and an allowance 
was made for an average number of turnouts. 


(13) Roadway tools were estimated arbitrarily, this item being very unimportant. 


(14) Hencing.— Quantities of this item were estimated from observations by field 
engineers. 


(15) Crossings and signs—This item, in general small, was estimated, based on 
general notes. 


(16) Interlocking and other signal apparatus. 
(17) Telegraph and telephone lines. 

(18) Station buildings and fixtures. 

(19) General office buildings. 

(20) Shops, ete. 

(21) Shop-machinery. 
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(22) Water stations. 

(23) Fuel stations. 

(24) Grain elevators. 

(25) Storage warehouses. 

(26) Dock and wharf property. 
(27) Electric light plants. 

(28) Electric power plants. 

(29) Electric power transmission. 
(30) Gas producing plants. 

(31) Miscellaneous structures. 


All these elements of value were observed by the field engineers and their general 
| character noted. Standard plans for structures and lists of all structures existing 
| were submitted by the railroad company. These were compared with the records of the 
| field engineers. Most of the structures were of standard type and all that was neces- 
sary for the field engineers to do was to note the type, as for instance, “Station Build- 
ing, Type 5.” At yards and terminals, where a large number of buildings existed, 
| these were either noted by the inspecting engineer, or in some cases taken from the 
| plans which had been verified in the field. Towards the end of the work, that is, during 
| the month of February, complete lists of property were received from the railroad 
| company. ‘These were compared with the data which our field engineers had procured 
| and which had been used in our estimates and which in most cases were found to agree 
| closely. Where time permitted and there were discrepancies, some modification of 
| our estimates was made. 3 

On all the British Columbia lines of the Canadian Northern system, from Yellow- 
| head pass to Port Mann, and the lines on Vancouver island, as well as branch lines 
under construction, we were supplied by the company with data showing the actual 
| pay quantities, and these were used in the estimate. 


(b) Determination of Unit Prices. 


This being an estimate of the cost of reproduction of the properties, it was neces- 
sary to take unit prices which should represent fair average values in recent years; 
eliminating, however, all abnormal prices due to the war, and taking account also of 
| any definite trend in prices. 
In other words, in the case of articles the price of which has fluctuated from year - 
to year previous to the war, but in which there was no definite trend of price, either 
up or down, the intention was to take a fair unit price during the period of say, three 
to five years previous to the war. 

Certain articles, however, show a definite trend in price, so that although there are 
fluctuations from time to time due to variations in supply and demand and other - 
causes, the average price may be gradually increasing or decreasing. In such case, in 
making an estimate of the cost of reproduction, the latest fair average price, inde- 
pendent of what might be called accidental fluctuations, should be taken. In the case 
of lumber, for instance, owing to the gradual diminution of supply, the fair average 
price has been gradually increasing during the last ten or’ twenty years. In such a 
case it would not be fair, in an estimate of the cost of reproduction, to take the average 
price for a period of years, but it would be more reasonable to take the most recent 
price, unless the same were abnormally high or low due to accidental causes. Some 
other materials have illustrated the case of a gtadual decrease in price, subject of 
course, to accidental fluctuations; such, for instance, has probably been the case in 
general with cement, which during the past twenty years, with the great increase in 
American production, has gradually dropped in price, although there have been great 
fluctuations depending upon the extent of building operations, which themselves have 
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been largely dependent upon financial conditions. In the case of land, no account 
could of course be taken of what was clearly an unjustified land boom, although it~ 
might have been in steady progress for several years. | 

Speaking generally, therefore, the object sought has been to use fair unit prices — 
prior to the war. . : | 

Taking up now the various items in order, the following brief statement may be 
made :— 

(2) Right of way and station grounds. 

(3) Real estate. ; 

The unit prices for right of way were determined after inquiry made by the field © 
engineers from all available sources, including assessors, real estate dealers, local resi- — 
dents, and railroad employees. A special engineer, Mr. N. Cauchon, was charged with — 
the investigation of this subject at the larger cities and towns, including Montreal, 
Toronto, Ottawa, Winnipeg, and Port Arthur. At Edmonton, Calgary, and Vancouver, 
the field engineers made special investigations on these matters. Assessed valuations 
were obtained where practicable and compared with estimates received from other and 
independent sources. 

The valuation of real estate has probably provoked greater discussion than any 
other in connection with valuation matters. Undoubtedly, much of the real estate now 
owned by the Canadian Northern Company was procured at a very low price. Never-~ 
theless it is now very valuable, and in an estimate of the cost of reproduction its present — 
value should be taken. At any rate, it has been taken. Of course, it may be objected to 
this, that the increase in value that has taken place since the original purchase has been 
due to the presence of the railroad, and that the whole idea of estimating the cost of — 
reproduction by supposing the railroad to be removed, while other conditions, many of 
which are due to the presence of the railroad, remain the same, is an imaginary and — 
impossible assumption. This is undoubtedly true; if the railroad were not in existence, — 
property values would not be what they are, having been largely created by the railroad. 

However no other method seems practicable. Jf the increase in real estate values, — 
which applies to private properties as well as to railroad property, has been caused by — 
the presence of the railroad, it may be urged that the railroad should not be deprived, 
in a valuation of its property, of the benefit of values which itself has brought about. — 
It is true that the original cost was much less, but we are not estimating original cost. — 
Here is one of the cases in which confusion between the two bases of value has fre- 
quently arisen and has rendered results misleading. It must be carefully observed, 
however, that in estimating the cost of reproduction although the railroad is supposed — 
removed, it is not reasonable to assume that all other conditions remain in their — 
present condition. Certain elements which would be clearly different if the railroad — 
were removed, must be assumed to be different. For instance, alongside of a railroad 
in a farming or fruit district, a factory or canning establishment may have later 
sprung up, occupying land on both sides of the track, perhaps with buildings and sidings — 
on both sides of the track, posstbly with connections or pipes between the buildings, — 
either over or under the track. Just back of the factory may be farm lands. Now in | 
estimating the cost of reproducing that line, although the hne must be taken in its 
actual present position, the right of way along these factory sites should not be esti- 
mated on the basis of manufacturing land, but as farm land. The factory followed the — 
railroad, and was put where it is because the railroad was where it is. If the railroad — 
had been 100 or 1,000 feet away, the factory would have been 100 or 1,000 feet away, 
alongside the railroad. If, however, the factory had preceded the building of the rail- 
road, and the latter had been laid out through the factory property, then the right of. 
way there should be based on the value of the land for manufacturing and not for 
farming purposes. This is another illustration of the fact that in estimating cost of 
reproduction, that reproduction must be assumed to be carried out essentially in 
accordance with the actual historical development of the property. It is not possible, 
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however, to always carry this principle through consistently, particularly in the case 
of an old road. A road built fifty years ago through a city, may have really deter- 
mined the character of the right of way along its line. It may be at present of poor 
quality, with cheap lodging houses, while a mile away may be an expensive and exclu- 
sive residence district. If the railroad had been located a mile away, these districts 
| might have been interchanged. Nevertheless, such transposition cannot be assumed 
in the valuation.. This is one‘of the difficulties of the reproduction method, which like 
all methods, ntust be applied with judgment and good sense, carrying underlying prin- 
‘ciples as far as they are fairly applicable, and no farther. 

I believe it justifiable, therefore, in an estimate of the cost of reproduction to esti- 
mate real estate values as at present existing, even though they are far below or in 
excess of the original cost, and have been brought about. in some degree by the 
presence of the railroad. This, at all events, gives a consistent result, and, if criticized, 
it can be only, as already explained, on the ground that the real value may be neither 
the first cost nor the cost of reproduction, and that both elements may have to be 
considered in determining what that real value is. 


Multiples for real estate valwe—It has been customary in many valuations, after 
determining the fair price of real estate per acre or per foot, based on the value of sur- 
rounding lands for the purpose for which such lands are used or available, to multiply 
such values by a certain factor, varying according to circumstances, to obtain the 
figures to be used in estimating the value of the railroad property. The use of these 
so-called multiples is based upon the fact that when a railroad company buys property, 
requiring it in a continuous strip for right of way, and in particular locations, and of 
particular shapes for stations or terminals, it is as a rule, necessary for the company 
to pay a higher price——and sometimes a very much higher price—per unit of area, 
than the land would be worth for the same purposes for which adjoining property is 
used. In buying right of way a railroad company crosses numerous parcels of property 
belonging to different owners, taking portions of each estate. Such takings may dam- 
age the remainder of the estate, as for instance, where the right of way separates a 
farm into two portions, or where it comes between a man’s house and his barn, or 
where it destroys his well. Furthermore, even the presence of the railroad with its 
noise and smoke may be a real damage to the property. If a railroad company takes 
one acre from a farm of ten acres, the owner claims compensation much greater than 
one-tenth the value of what he would take for his entire farm, and in general, it is 
right that he should be paid more. In other words, the railroad company has to pay 
not simply for the land, but for consequential or severance damages to the remaining 
land. 

Moreover, it is practically certain that in laying out a railroad there will be build- 
ings on some of the right of way which will have to be moved or destroyed, for which 
of course the railroad company must and should pay. The fact that such additional 
cost cannot be estimated with accuracy, is no argument against its inclusion. The 
additional cost would unquestionably exist by the first cost method and should reason-_ 
ably be allowed for by the reproduction method. That this is true will be perfectly 
obvious from the following illustration: In building its terminal in New York City,. 
the Pennsylvania railroad was obliged to purchase several entire blocks, with the 
buildings upon them, paying, of course, not only for the land but for the buildings. 
The latter were immediately destroyed and the terminal building erected. Now, in the 
case of a new property like this, the orginal cost and the cost of reproduction will be- 
identical. The first cost would, of course, include the cost of the buildings which had - 
been destroyed and which find no place in the inventory of the property. If, therefore, 
by the cost of reproduction method, the land is simply taken at its value or cost, the 
value of this piece of property is much underestimated. 

Sometimes, too, an owner will “hold up” a railroad company, demanding an’ 
extremely high price for a small parcel, and juries in such cases are often liberal 
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towards owners in awarding damages. It is also unquestionably right that if a man’s | 


property is taken away from him against his will, he should be paid a sum which under 
no circumstances would be less than its fair value, and which, therefore, would gen- 
erally be more than its fair value. Moreover, if a portion of a man’s land is taken, it 


is easy to see that the value of the remaining land may be much less than in the pro- ~ 
portion which its area bears to the total original area. If a railroad takes half my — 


farm, the remainder may be worth nothing to me. Frequently the fair damages for 
the taking of a portion of a piece of property would be greater than the value of the 


entire property. This is well recognized in the principle which allows no excess con-¢ 


demnation of lands for public improvement in cities. 

- Since the decision of the United States Supreme Court in the Minnesota Rate 
Cases, June 9, 1913, the situation with reference to the valuation of real estate and 
right of way in an estimate of the cost of reproduction, has been quite uncertain. The 
court said :— 


“Assuming that the company is entitled to a reasonable share in the 
general prosperity of the communities which it serves, and thus to attribute 
to its property an increase in value, still the increase so allowed, apart 
from any improvements it may make, can not properly extend beyond the 
fair average of the normal market value of land in the vicinity having a 
similar character. Otherwise we enter the realm of mere conjecture. We 
therefore hold that it was error to base the estimates of value of the right of way, 
yards, and terminals upon the so-called railway value of the property. The com- 
pany would certainly have no ground of complaint if it were allowed a value for 


these lands equal to the fair average market value of similar land in the vicinity, ~ 


without additions by the use of multipliers, or otherwise, to cover hypothetical 
outlays. The allowances made below for a conjectural cost of acquisition and 
consequential damages must be disapproved; and in this view we also think it 
was error to add to the amount taken as the present value of the lands the further 
sums calculated on that value which were embraced in the items of “Engineer- 
ing,” “Superintendence,”’ “Legal Expenses,” ‘“ Oontingencies,” and “ interest 
during construction.” 


This statement, however, may be considered to be merely a disapproval of the 
cost of reproduction as the real value, and not as implying that in an estimate of the 
cost of reproduction no multiples should be used. Certainly an estimate of value should 
be one thing or the other—either the cost of the reproduction (with or without the 
deduction of depreciation, according to circumstances) or the original cost (with or 


without depreciation). The true value is to be determined by the court or other deter- 


mining agency on the basis of estimates, and these estimates should be either the 
original cost or the cost of reproduction. In estimating the cost of reproduction, it is 
perfectly clear that the right of way should be taken as of greater value than merely 
that of adjoining lands, because such value would be less than it would cost to repro- 
duce the property, since consequential and severance damages ought to be paid and 
would have to be paid, in addition to a higher price for the land itself than the value 
of adjoining lands, for the reasons: (1) that it is taken from the owner without his 


consent, and (2) that only a part of his property is taken and the value of the 


remainder impaired. 
The above considerations indicate clearly, to my own mind, at least, that the repro- 


duction value of land must necessarily include some factor or multiple by which the 


fair value, if based upon the value of adjoining lands, should be multiplied. If the 


original cost is obtained, that original cost will surely include such multiple. What the 


multiplier should be is uncertain, and there is nothing to determine it except judgment 
and experience. Instances of actual lines which have been constructed in the United 
States through farming districts, have shown that the railroad company has paid for 
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its right of way on the average, four or five times the fair value of adjoining land for 
| farm purposes. In cities and towns also, a railroad company taking land by right of 
| eminent domain, must, as a rule, pay in excess of its fair value; the multiple, however, 
' being different from that in the case of farm lands. 

| In the present estimate, therefore, I have continued to use multiples for real estate 
values. If your Board should consider them unjustifiable, the estimate may easily be 
modified accordingly. The multiples which I have used are moderate, and much less 
| than those which have been used in some other valuations. For the major portion of 
| the right of way, the multiple has been two; in other words, the unit price of the right 
|-of way has been taken as twice the value of adjoining lands for the purposes for which 
| such lands are used or available; while in cities and towns the multiple has been one 
and one-quarter; in other words, the value-of the land has been taken at 1.25 of the 
| value of adjoining property for the purposes for which such property is used or avail- 
| able. In some eases, as in large cities where special investigations were made, no 
| specific multiples Were used; or, to express it in another manner, the figure given as the 
| fair value includes the multiple, and is our estimate of what the company would have 
| to pay, without obtaining that figure by taking another figure and multiplying it by 
| a factor. 


Items 4-17.—The unit prices for grading of the various classes, clearing, grubbing, 
| tunnels, bridges, ties, rail, frogs and switches, track fastenings and other material, 
ballast, track laying and surfacing, roadway tools, fencing, crossing and signs, inter- 
| locking, and telephone and telegraph lines, were determined after careful consideration 
| and from comparison with actual contract prices, consultations with Messrs, Kellett 
| and Johnston, as heretofore explained, discussions with the members of the engineering 
| staff, comparison of data obtained by the field engineers, consideration of charges for 
| freight, unit prices at mills, location of ballast pits, and indeed all pertinent informa- 
| tion which was available. These unit prices were varied on different lines with due 
| regard to local conditions, and the historical development of the property. In other 
words, a line built through a territory already occupied by another line, would have 
| ecrtain unit prices lower than those for the latter line, which, when built, had to con- 
| struct its own roads, often through difficult ground, for transfer of materials and sup- 
| plies. For this reason some of the unit prices for the Canadian Northern lines in ter- 
| ritory through which the Grand Trunk Pacific had previously been built, have been 
| taken somewhat lower than corresponding prices for the Grand Trunk Pacific. The 
_-endeavour has of course been made to arrive at unit prices which were fair and while 
| perfection in this respect cannot be obtained, it is believed that the prices used can be 
_ subject to but little criticism. * 


Items 18-31.—A special engineer or architect was employed to examine the 
| standard plans of all structures, except bridges and culverts, and to prepare estimates 
of the cost of reproducing the same. This engineer, Mr. Horner, visited many of the 
| important points on the line, checking up the standard plans and informing himself 
| with reference to unit prices, and finally made complete estimates of cost of all the 
| standard structures. 

There is but one grain elevator owned by the Canadian Northern System, namely, 
that in Port Arthur. This is an elaborate structure, said to be the finest and most com- 
plete grain elevator in the world. Its cost was estimated by Mr. C. D. Howe, con- 
' sulting engineer and former student of the writer, and until within two years engineer 
for the Board of Grain Commissioners of Canada. Mr. Howe’s experience, extending 
through a number of years in the design and construction of structures of this kind, in 
which he has probably had as great experience as any man in Canada, made his opinion 
as to the cost of reproduction of this elevator very interesting. His estimate was about 
12 per cent greater than the cost as reported by the company, substantiating, therefore, 
to this extent, Mr. Horner’s estimates for other structures which ran from 10 to 25 
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rer cent in excess of the costs submitted by the company. This excess was due, no — 
coubt, to increased prices since the structures were built, and the fact that many of 
the structures were built by the railroad company, which made no charge on its books — 
for haulage of material. 

In addition to the numbered items on the Typical Unit sheet, two other items have 
heen added which should be explained, namely: “Maintenance and Temporary Work ~ 
During Construction,” and Solidification and Adaption,” or “ Deferred Construc- ~ 
tion.” ‘ . . 


Maintenance and Temporary Work During Construction —A contractor for a por-~ 
ticn of a railroad line has to lay and maintain track until it is accepted by the company. 
After it is accepted, it will probably be used for some time for the transportation of 
materials, etc., to sections lying beyond. For this purpose it has to be maintained by 
the railroad company at a cost greater than the average cost of maintenance of a line © 
after the grading has come to a state of equilibrium. The cost of’ such maintenance 
sbould fairly be charged to the cost of the wbrk. It is an operating expense that is not — 
met by any corresponding revenue. In the present valuation an allowance of $250 per — 
mile has been made for this item. . 


“Solidification and Adaptation”: in other words “Deferred Construction.’—After 
an entire line is put into operation, its maintenance will be more costly for a term of 
years than later, because for a certain period there is a settlement of embankments, a 
washing-in of the slope in cuts, a filling up of ditches, and other sources of expense, * 
which disappear after a term of years when the work has reached a state of equilibrium; 
that is to say, a railroad line after being put into operation would soon show an undu- 
lating profile due to the settling of the fills, and such sags have to be taken out by rais- — 
ing the track and putting in new material. Oftentimes the ballast is lost in this way, — 
as new earth has to be put in above existing ballast, and new ballast on top of that. — 

This item is a proper charge to construction. Its amount, like all others, is uncer-' — 
tein. In the valuation of the railroads of Minnesota in 1908 the engineer’s report — 
allowed a total of nearly $12,000,000 for this item out of a grand total, not including 
equipment, of about $339,000,000, or, about 34 per cent of the total. Explained other- 
wise, the allowance for this item was nearly $1,200 per mile. ‘The proper amount of this 
item should vary with the amount of grading, increasing with the amount of earth- 
work. It should also vary to a certain extent, with the length of the line, independent 
ef the amount of earth-work. In other words, the charge per mile should be a con- 

_ stant plus a certain fraction of the cost of grading. After careful consideration, the 
formula $200-+%o of the cost of grading, has been generally adopted for this item. 
It gives results much lower than tiiose used in Minnesota, and lower than those which 
have been used in many other valuations, and very likely it is too low. For a light 
prairie line, where the grading costs about $4,500 per mile, this item therefore amounts _ 
to $350 per mile, while for a mountain section, where the grading amounts to $45,000 — 
per mile, it would amount to 1,700 per mile. This latter would seem to be too much, 
for the reason that in such sections the fills would be largely of rock, and the settle- 
axaent would be less than in the case of earth. The formula was therefore modified 
according to local conditions, and in some cases was made $200-+1/g0 of the cost of — 
grading. Like the other elements of a valuation, it ts incapable of exact determination. 
The main point is, that it was taken as $200 per mile plus a varying fraction .of the — 
cost of grading. I am convinced that our total allowance for this item is low. 3 

It should be added that where the field examination of a line showed the sags had _ 
not been taken out, or ditches kept open—in other words, that the expenditures con- 
templated by this item subsequent to completion of the line had not been made—the 
item was either not included at all or reduced to such amount as the field engineers 
considered proper. 
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In the valuation of the Grand Trunk Pacific Railroad, inasmuch as the quantities 
had been estimated and officially approved by the Government through its consulting 
engineer, Sir Collingwood Schrieber, were on file, these quantities were assumed in 
| our estimate as correct. There was no occasion for us to go over work which had 
already been’ done by another branch of the Government, and without doing so we 
_ were of course not in a position’to criticize the results obtained. 

| With reference to unit prices, however, we used figures which we considered 
_ reliable, without any reference to those which had been paid, although the latter were 
available. It was found that in the construction of the Grand Trunk Pacific, the work 
had been let in sections, and that the unit prices for the same items, even in adjoining 
sections, varied substantially from each other. This of course was to be expected, and 
resulted, in some cases from a desire on the part of the contractor to substitute his own 
judgment, with reference to estimated quantities, for the preliminary estimates of the 
engineers. I understand that bids for each section were let on the basis of the total 
cost, computed on preliminary estimates of quantities. Such a preliminary estimate, 
for instance, might have shown 500,000 cubic yards of earth excavation, and 50,000 
cubic yards of rock excavation. After examining the ground, however, the contractor 
might have come to the conclusion that the amount of rock excavation would much 
exceed the estimate, while the amount of earth excavation would be much below the 
estimate. He might, therefore, bid a low price for earth and a very high price for 
rock, and yet be the lowest bidder on the basis of the estimated quantities; and if his 
judgment as to the relative amounts of earth and rock should prove correct, he might 
make a very large profit, since he would be paid the amounts bid per cubic yard for 
the actual quantities excavated. 

Furthermore, I was informed that in, certain contracts on this line, the prices had 
been changed after the contracts had been let, and that these prices had been made 
retroactive. Apparently the conduct of the work itself was not under Government 
supervision, although the Department of Railways, as previously stated, estimated and 
approved the total quantities paid for. 

The unit prices for the Grand Trunk Pacific were therefore fixed, in the present 
estimate, in the same manner as for the Canadian Northern, sometimes varying from 
the latter, however, even in the same district, on account of local conditions or his- 
torical development. 2 


OVERHEAD CHARGES. 


The elements of value which have been referred to hitherto, represent only the 
physical elements of the property. In addition to these, however, there are other ele- 
ments, involving costs which are just as tangible as the cost of the physical elements, 
namely, the so-called overhead charges, which include contingencies, engineering, legal 
expenses, promotion, organization and administration, interest during construction, 
taxes and insurance during construction, commissions or cost of financing and secur- 
ing the necessary capital. These are all proper and necessary expenses and must be 
incurred. They would, therefore, enter into the first cost and should be included in an 
estimate of the cost of reproduction. 


(a) Contingencies.—This item covers, in general, all uncertainties in the esti- 
mates of quantities and unit prices. It is unavoidable that in making an inventory 
of a property some items will be left out, perhaps because they are unseen or under- 
ground. There are also uncertainties of many kinds, as for instance, with reference 
to the foundations of bridges, in which case the character of the underlying soil, the 
method of constructing the foundation, and even the dimensions may be uncertain 
unless original plans are available. 
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Again, accidents of greater or less seriousness are practically certain to occur in~ 
connection with any work, involving costs of greater or less magnitude. Furthermore, 
temporary structures may be required during the construction and large quantities of 
material may be used in fills over soft ground which no inventory or surface examina- 3 
tion would disclose. There are many instances of this on the lines which we have con- — 
sidered, where so-called muskegs have caused large expense which is not included in 
the valuation of tangible or visible items. Liberal allowances have been made for mus- 
kegs and other cases of hidden quantities, and these allowances together with the allow- 
ance for contingencies, in my opinion, fully cover these uncertainties. 

If the valuation of a property is based upon an inventory of those things only, 
which can be seen or discovered from original plans, it is almost certain to be too — 
low. Suppose, for instance, that fifty years from now a valuation should be made of 
the Quebec Bridge. The 10,000 tons of steel lying at the bottom of the river would — 
not be observed and perhaps would be forgotten. Accidents for which nobody can be 
blamed are likely to occur, and represent a certain or uncertain cost which is always 
included in the total. 

It is sometimes argued that no allowance for contingencies should be made in 
the valuation of an existing property, although such allowance is reasonable in an 
estimate of cost made before the property is constructed. My own opinion is that an 
allowance for contingencies is probably more justified in the former case than in the 
latter, although it is fully justified in both. 

The amount of this allowance should vary with the complexity of the property, 
its character, the possible uncertainties in the valuation, and other elements. In the 
present valuation I have allowed for contingencies, 5 per cent on the Canadian Nor- 
thern lines for the Prairie Division, 6 per cent on the lines east of Port Arthur, where 
there are more uncertainties, and 2 per cent in British Columbia where the actual pay 
quantities were known and were assumed in this valuation. 3 

On the Grand Trunk Pacific, inasmuch as the actual pay quantities were assumed, 
the allowance for contingencies was 2 per cent in the Mountain section and 3 per cent 
in the Prairie section. 


(b) Hngineering.—This includes the making of all preliminary investigations and 
plans, as well as the final plans, and the engineering supervision of all construction and 
other work. 

The probable allowance for this item is, of course, like the others, very variable, 
depending upon the difficulty, character and extent of the work. For a railroad in a 
mountainous region, the actual cost of engineering would be much greater than for 
a railroad in a Prairie region, but on,account of the greater cost of the former line 
per mile, it might be a smaller percentage of the total cost. On large undertakings the 
percentage for engineering will generally vary between 5 and 10 per cent. 

_ In the present valuation it has been taken at 5 per cent for the Canadian Northern 
on the Prairie Division; 6 per cent on the main lines east of Port Arthur; 5 per cent 
on branches; and 5 per cent in British Columbia, the percentage here being less than 
on lines east of Port Arthur, on account of the much larger cost per mile of the line 
in British Columbia. In other words, on the Prairie lines we have allowed for engi- 
neering about $1,000 per mile and on the Rocky Mountain section about $3,500 per 
mile. 

On the Grand Trunk Pacific it has been assumed at 5 per cent throughout. 


(c) Legal Expenses—This item includes the salaries and expenses of law officials, 
costs of litigation, and any other legal expenses which may be incurred. Tt may be a 
very small item or a very large one, depending upon the character of the property and 
the circumstances attending its construction. This item does not include the cost 
of acquiring land, which is included in the valuation of right of way and real estate. — 


In this estimate legal expenses have been assumed at one per cent. 
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(d) Promotion, Organization and Administration.—The cost of promotion is cer- 
tainly a proper charge against an undertaking. It is necessary for some one to take 
the initiative, and procure the necessary information, interest financiers and others, 
and so initiate the work. ‘Next comes the cost of organization, which includes the 
incorporation and organization of the company, the securing of franchises and simi- 
lar steps, all of which cost money. After the organization of the project is its admin- 
istration throughout the period of construction, including salaries for general officers, 
agents, accountants, clerks, and all other employees not included in the engineering 
and legal departments, and all administration expenses for materials, stationery, 
printing, travelling, ete. 

In the present valuation this item has been assumed at one per cent, except in 
both lines in British Columbia, where it has been taken as three-fourths of one per 
cent. 


(e) Taxes and insurance during construction.—Certain expenditures are neces- 
sary under these heads. In the present valuation, in the absence of more definite 
information, they have been assumed as one per ‘cent, and one-half per cent in British 
Columbia and on branches in the East. 3 


(f) Interest during construction.—An important overhead charge is the interest 
on money borrowed or invested in the property during the period of construction. It 
is unquestionably a proper charge. Its amount involves an assumption as to the rate 
of interest and the period of construction. The rate of interest must be that which 
would be charged in the case of a new company, and not the rate which the same 
company could command after its success and credit has been established. 

In the present valuation the interest rate has been assumed at 6 per cent and the 
period has been varied, as shown in the tabulation of overhead charges which follows. 


(g) Commissions.—The cost of financing and securing the necessary capital 
with which to carry out the enterprise is a necessary cost. This does not include dis- 
count on securities, which I do not regard in general as a proper overhead charge, 
but simply as an adjustment of interest, which should be amortized after the com- 
pletion of the work. 

Tf a company sells its 5 per cent long term bonds at 80, it could probably sell its 
6.8 per cent bonds at par. If it adopts the former course, the fact that 1t receives only 

~8 in cash for every $10 par value of securities, has nothing to do with the valuation 
of the property. In the case of any given company at a given time, the total annual 
charge involved in a bond issue, for interest and amortization will be very nearly the 
same, no matter what the interest rate carried, the term and the price at which the 
bonds are sold. If fifty year 5 per cent bonds are sold at 80, the investor, assuming that 
he holds the bonds to maturity, may be said to receive 6-25 per cent interest, plus a 
sum which, if contributed annually and put at interest, will amount to $20 in fifty 
years, or something like 0-25 of one per cent, a total of about 6-5 per cent. ATralt 
events, the company, if, it provides for amortizing the discount, as it should, will pro- 
vide this sum out of earnings. During the fifty years, if the credit and financial 
stability of the company remain good, the price of ‘the bonds should gradually rise to 
par. Under the same circumstances, 64 per cent bonds should bring par. The com- 
pany has the option of issuing bonds at par, or lower rate bonds at a less price; in 
either case, if provision is made for amortizing the discount, as should be made, the 
total charge for interest will be the same, no matter what the rate of interest or dis- 
count. If bond discount were allowed in the physical valuation, the company might 
boost the value of the property to almost any extent, without increase of annual interest 
charge, simply by selling securities at a discount. 

Tt is not intended to question the fact that it is frequently wise to sell bonds at 
a discount, nor, that it is sometimes desirable to give shares of stock as a bonus with 
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a block of bonds. Such transactions, however, are merely part of the methods of 
financing, and have no bearing on the physical valuation. 

It is proper, however, to charge a fair percentage to cover the expenses of interest- 
ing financiers, paying for such examination or investigation as they may desire to 
make before underwriting and the proper expense of marketing the securities. In the 
present valuation the allowance for commissions has been taken at 3 per cent. While: 
this may be generally low for a new property, yet in this case I think it ample, con- 
sidering that the bonds in this case carried a Government guarantee. . 

Some of these overhead charges apply not only to the valuation of the physical 
clements, but to some of the other contingencies. For instance, the cost of engineering 
is a percentage of the cost of the work including contingencies; the charge for interest 
is for interest on the money expended, not only for the physical items, but for contin- 
gencies, engineering, ete. The charge for commissions is a certain percentage on the 
total amount of capital invested in the property, including all other overheads and, 
indeed, including itself. ; 

These overhead charges can only be estimated approximately,: and they would 
undoubtedly vary in the same property depending upon the date of construction, or 
the engineer in charge, or the promoter, or the fiscal agent. All that can be done in a 
valuation is to allow reasonable amounts. The total of these overheads, however, 
amounts to a considerable sum, so large as to be surprising to those who have not given 
attention to this phase of the question, or who have the idea that a property only costs 
what is necessary to pay for steel or concrete or land or other physical property. 

The following tables show the method by which the overhead charges in the 
present valuation have been determined, and the percentage used. 

In these tables, unity (1) represents the total estimated cost of reproduction of 
the physical items, without any allowance for overhead charges. If 6 per cent is - 
ullowed for contingencies, then the total, with this allowance, will be 1-06: If 6 per 
cent is allowed for engineering, this 6 per cent is computed on the total with contin- 
gencies, namely, 6 per cent of 1-06, which equals -0636, which, added to. the previous 
total (1-06), gives a total, including contingencies and engineering, of 1-1236. In this 
manner the total overhead charge has been computed. 

On the Prairie Division, where the grading was less, and where there were not so 
many hidden or uncertain items, allowance for contingencies was taken less than in the 
Eastern Division, where there were more muskegs and’ generally greater uncertainty. 

The principal item of overhead charge is interest. In order to estimate this, a 
programme of construction had to be assumed. We assumed that the main line would 
be constructed in three years, and that the payments would be made practically uni- 
formly throughout that time. ‘The interest charge would, therefore, be an average 
period of one and one-half years on the whole expenditure. We assumed the interest 
rate at 6 per cent, making the total interest charge 9 per cent on the entire expendi- 
ture including previous overheads listed in the table. For Branch Lines, we assumed 
that the period of construction would be one and one-third years, or practically two 
working seasons, making the aggregate period two-thirds of a year, which at 6 per cent 
would make the interest charge 4 per cent on the total cost, including previous over- 
heads. : 

With reference to the land values which we have allowed in our estimate of the 
cost of reproduction, it has already been explained that, for the right of way in general, 
. we allowed double our estimated value of adjoining lands. To this has ‘been added, for 
overhead charges for the main line, 24 per cent. Our estimate, therefore, of the cost 
of reproduction, is practically two and one-half times our estimate of the fair normal 
value of adjoining lands. In cities we have allowed for the cost of reproduction, about 
25 per cent in excess of the value of ‘adjoining property which, with the addition of 94 
per cent for overhead charges, makes our estimate of the cost of reproduction 1-55 ~ 
times the fair normal value of adjoining property. 
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| There is no question, in my mind, that our estimate of the cost of reproduction of 
ithe right of way and real estate is liberal, and not fairly open to criticism as being too 
low. If anything, I believe it is high. It must be borne in mind, however, that this 
estimate includes all costs of acquisition, including damages, and it is intended to be 
an estimate of what it would cost to acquire these properties under normal conditions. 
jit must be borne in mind also, that much of this right of way when the railroad was 
constructed, was in undeveloped territory of little value; and, beet that much of it 
‘is still of very small value, : 


i 


CANADIAN NORTHERN RAILWAY. 
Eastern Division, Main Line, East of Port Arthur. 


OVERHEAD CHARGES. 
Total without 
overheads= 1. 


A. On all items except land— Total. 
(a) Contingencies, 6 p.c... . Rae en eh eg ie deal ere) oe bel er members 1°06 
(b) Engineering, 6 p.c. on 1°06. Sess shaogo n ic te pt res a pear ae ae 1°1236 
Co VmLiICe Al, CLG pols i Gir ON OG an ete ail Ra ew crits Sse Sages ake me AST S42 
(dad) Administration, 1 p.c. on-1°07. ay ae eee ee ea ne Rs 1°1449 
(e) Taxes, say 1 p.c... . bed Sie Eee eecoitars 1°1549 
(f) Interest, 3-year period, ‘say, 9 D.C. on 1°1549. Delt en nt BAe ae Lege 1°2588 
(g)-Commissions, 3°p.c: OM -1° 2588 . oon se tie Sale ope Fae aa ems 1°2966 

Say, 30 p.c. 

B. On land— 

(a) Administration, etc., 1 p.c..... Chiat el Me ali RN Seeker SS coma) ar etal ee ol Rete ezine 

(bo) Taxes, 3 years at 3 p.c.=13 p.c.. pre. he teers 1-025 

(c) Interest, 3 years at 6 p.c. pee ia p.c. on 1-025. Scolopia histamine 1°2095 

(dad) Commissions, 3 p.c. on 1°2095. Pingits Site PP ks ete eo Ln chs 
Say, 24 p.c. . 


CANADIAN NORTHERN RAILWAY. 


Prairie Division, Main Line. 


“3 OVERHEAD CHARGES. 
Total without 
overheads=1. 
“A. On all items except land— Total. 
(ay Contingencies, 5: p.c. 0. Sa. dies esi 2 ae de eg alee ee 8 gees SOD 
(bo) Engineering, 5 p.c. on 1°5.. 6. 2. ne fe ee oe we oe ee oe we oe 1°1025 
(exn eral nett ta Per O81 00 se Say ga ei Ghee yas ce hy wees Ne eg 8 1°1130 
(d) Administration, 1 p.c. on 1°06... -. 2. 22 ee ee ee te ee oe oe oe 112365)5, 
(e) Taxes, say, 1 p.c... .. 1°1336 
(f) Interest, 3-year period. "Average 13 years ‘at 6 ‘D. c. equals 9 ‘Ds oe 
Onee33 Ges es LRT ae OA Ee Ce a ee re ee 1°2356 
(g) Commissions: 8-p.c. on 1°356. hee ANG Tee IE RELI tear te ene ee ee 1°2727 
Say, 27122) p.e. 


B. On land— 


As on Eastern Division, main line, 24 p.c. 
Nore: Special terminal appraisals made by special engineer include all overheads. 


CANADIAN NORTHERN RAILWAY. 
Eastern Division, branch lines east of Port Arthur. 
OVERHEAD CHARGES. 


Total without 
overheads=1. 


A. On all items except land— F Total. 
(a) Contingencies, 6 p.c... . Be MET Sa teat S EME I-o oe Shen cte owes 1°06 
(bv) Engineering, 5 p.c. on 1°06... DE Toa tet oo RR CUR Sr Ga eALeRcT eis woe ts Che are a FON ks 
(c) Legal, 1 p.c. on 1°06.. .. . Bee. os Oss Cu ee enc arers sage ota), Uesel 7s els aoe 171236 
(d) Administration, 1 p.c. “on 1°07.. Ge AVR ANGLO ROS e My, nei erie Meet oiNes tose 
(e) Taxes, 4 D.c.. Sera eeat oun ysis oe 1°1393 
-(f) Interest, 4 (1-year period). say. rte Be: on 1° 1393, ear BRO trot nc 1°1849 
(g) Commissions, 3 p.c. OLS ed Sie eee erie akon wat eka one) «Oren en Meetaeheaerers 1°2204 

Say, 22 p.c. 

B. On land— 

(a) Administration, epee Nt Met e Bas cena hater cA Werle aay s, See Lveiet ene 1°01 

(b) Taxes, 1 year at 3p : NN COG Eee tery cise ¢ stun | Pett che MeO 

(c) Interest, 1 year Sr praee: 6 pe. ‘on 1°015- NG aero ora ey, caterer ee 1°0759 

(d) Commissions, 3 p.c. on 1°0759.. 0. 66 we ee ee ee ee ee ee ee oe 1°1082 
Say, 11° p.c. 


a 
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CANADIAN NORTHERN RAILWAY. 
Prairie Division, branch lines. 


OVERHEAD CHARGES. 
Total without 
overheads=1. 
. A. On all items except He ; Total. 


(a) Contingencies, 5 p.c. 1°05 
(ob) Engineering, 5 p.c. on i 05. 1°1025 
Cc) eeeca ll ete ele ;CevOns O's, cme ce oO 
(ad) Administration, an oer rey a) 1°06. 26 
(e) Taxes, say 1 p.c.. , 033.6 
(f) Interest, 1-year period; rd year at 6 p.c. equals 3 ‘pc. on “4: 1336 
Sayo4rp.G On meds 3iGnr. .< 2 ; 4 PST 90 
(g) Commissions, 3 p.c. on 1 1790. 1°2143 
SaVeecLom DC. 
B. On land— 
(a) eR a etc e-p.c:. Ow 
(ope Taxes) ls years pier... ts OS 
(c) Interest, 1 Sear, 6 p.c. on 1 “O15. 1°076 
(d) Commissions, 3 p.c. on 1°076. 1°108 
Sa Vee Le plc: 
CANADIAN NORTHERN RAILWAY. 
In British Columbia. 
OVERHEAD CHARGES. 
Total without 
‘ Z overhneads=1: 
A. On all items except land— Total. 
(a) Contingencies, 2 p.c.. BAS seadars Vong buat Citve NG i Ue eee ea ene eee 1°02 
(6b) Engineering, 5 p.c. on 1°02. EV a ageehate) Lett te: a Mee chehy a acme Scale csr mets PO ee 
(c) Legal, etc., hee nae OD S020 Ne es is ES shane op tees RP atten ce Era eile onde 1°0787 
(dad) Administration, 2 p.c. on 1 0275. eke ane Wea a De yall, Ge se Tee ct Temes 1°0864 
(e) Taxes, 4 p.c.. ; 1°0914 
(f) Interest, 3- -year period equals ‘average as year, “9 p.c. ‘on “4 “0914 1°1896 
(g) Commissions, 3 p.c. on 1°1896. we 5 sPeilta pose tate 1°2253 
Say, 23 p.c. 
B. On land— : 
Ca) Administrations 12. Cie Sees vcs eee ee rok cee eet ep 1°0075 
Co)} Taxes.” 1 p:6.5..% “ CEC” eae) tC cans ae 1°0175 
(c) Interest, 3- eat neriods 18 oie. on ae 0175 eS Soe remit ai eae eee, 1°2006 
CA) AECOMMISSLON Sco ey: COMM: 210.0 Grows te loniictctes ole aioe mre gues me meer ea 1°2366 
Saygezoub:rc: / 


GENERAL REMARKS. 


From the foregoing description of the methods of valuation employed and the 
time allowed for the work, it may perhaps be inferred that the results are so inaccurate 
as to be unreliable. I do not, however, consider such to be the case. ‘There are 
undoubtedly certain elements of these properties, for the accurate estimation of which 
additional time would be desirable, and our figures would undoubtedly be modified if 
a more thorough study could be made. Such, for instance, is probably the case with 
some of the real estate values, and certain lines which it has not been possible for us 
to examine with the care which would be desirable. However, I am convinced that 
Mr. Cauchon, who has estimated the real estate values in the large eastern terminals, 
as well as the field engineers who have estimated right of way and the western ter- 
minals, have handled their work with great skill and discrimination, and with the 
sole desire of arriving at the truth, and I feel well satisfied with their results. 

On the whole, I long ago became convinced of the fact that in making a physical 
valuation it is not desirable to go into extreme detail, in view of the many sources of 
inaccuracy, and the impossibility in any case of arriving at an exact result, and the 
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further uncertainty, after the final valuation has been completed, as to what the 
courts or determining body will decide to be the fair value. Many people delude them- 


_ selves with the idea that a lot of figures necessarily means exactness. In this as in 


other computations, much depends upon the skill and good judgment with which the 
work is carried on and the various prices and percentages determined, and if skill 
and good judgment are exercised, while individual results may be largely in error, 
such errors will largely compensate each other in the total, and the final result may 
be very close to the truth. 

The present valuation has afforded several remarkable instances of such agree- 
ment, which may be mentioned. 

1. On the Canadian Northern Railway, the section from Rideau Junction to 
Current, a distance of 595 miles, was established by us on the basis of our field inspec- 
tion. After our final figures had been obtained, it was learned that the Government 
Department of Railways and Canals had upon its books official figures for this line. 
The following table gives a comparison of these figures. It will be observed that our 
total cost, including contingencies, representing the cost of reproduction of the 
physical elements without overheads, was four-tenths of one per cent in excess of the 
figures given by the Department of Railways and Canals, the actual difference being 
but $125,571 out of a total of nearly $34,000,000. 

Our estimate of engineering was slightly less than the actual figure on the books 
of the department, and our estimate of interest during construction slightly greater 
than theirs. Our total cost, excluding legal expenses, administration, taxes and com- 
missions was 2 per cent in excess of theirs. To this we added overhead charges which 
were not included in their estimate. This is a remarkable agreement, particularly 
with regard to the physical items, the engineering and in the interest during construc- 
tion. 
CANADIAN NORTHERN RAILWAY. 


Rideau Junction—Current, 895 miles. 


Comparison of estimate made by the Commission of Inquiry from field inspection 
with statements by the Department of Railways and Canals taken from the Canadian 
Northern Railway Company’s books and final estimates of May, 1916. 


TOTAL. PER MILE. 
Asan! . a — | Lifterence. —-— - Dif- Per 
Commission| Department Commission] Department] ference.| cent. 
of Railways of Railways 
Inquiry. | and canals. Inquiry. | and Canals. 
$ af, $ $ $ $ $ $ 
) Batic lonat rita cok ain £5 31,875,930] 33,284,810) —1,629,880 35,615 37,190} —1,575| —4 
Contingencies.........- j 1,916,505 282, 054 ooo 14h 427 
| Subtotal, Now-1i3.-e. 33,792,438] 33,666,864) + 125,571 37,706 37,617| + 139/+4/10 
Mnpineering../... 26... 2,031,495 2,380,973) . 2,270 2,660 
Subtotal No. 2...2....+.. 35,823,930) 36.047,837| — 223,907 40,026 49,277, — 251/—6/10 
Maintenance and deferred 
Construction.... ...- 896,790) As me none TL OO2T irs alee eet 
Subtotal Nos 3.4.2: 36,720,620) 36,047,837} — 672,783 41,028 40,277; — 7dli+. 2 
Interest durmg construc- 
SIG eo tee AO 3,442,380 3.254,1438 3,846 3,635 
Subtotal No. 4... -.... 40,163,006) 39,301,980) + 861,020 44,874 43,912} + 962)+ 2 
Other overhead charges. . 2,391,678 248,375 2,672 O77 
Grand total..... ... 42,554,678} 39,550,356) +3,004,323 47,546 44,189} +3,357|+ 8 


ene enue) eS es Ln nn Pe 
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Contingencies—Commission of Inquiry. gives Engineering—Commission of Inquiry gives 
6% on basic cost, less land; Department of 6% on Subtotal No. 1, less land; Department — 
Railways and Canals’ item consists of differ- of Railways and Canals give ledger cost of — 
ence between total ledger cost and cost com- same. 


puted on unit price basis. Maintenance—during and Deferred Con-- 
Interest during Construction—Commission  struction—Commission of Inquiry give: 
of Inquiry give 9% (% 3-year period at 6%) Maintenance during Construction..  $ 250 
on Subtotal No.3 plus legal and Administra- Solidification and Adaptation, $200 
tration Expenses. Department of Railways and plus’ 1/30: grading: cost. .si.....% R52, 
Canals give ledger cost. :_—— 
BGT MILE. eeeistoes sae ale a pewcueneee hee $1,002 


Department of Railways and Canals do not 
include anything for this item. 
Other Overhead Charges— 


Dégal Wxpenses .2. 0. 7 tcc mae Wiclieietn 4.) CowOM, SUDLOLAI- Ost, 

Administration... .. shea Ketourt anal ee teiee eee ee Liaw OFF G No. 1 plus Legal Expenses. 
LAKES Path) ange vce size Gla wo Wie a es ates Loon ON. Dasicncost; 

COMNNSSION ieee es mu we aie ene ee Onn Se Ubtota le NOMm4: 


CANADIAN NORTHERN RAILWAY SYSTEM—CANADIAN NORTHERN ONTARIO RAILWAY. 


Rideau J unction—Current, 895 males. 


Comparison of estimate made by the Commission of Inquiry from field inspection 
with statements by the Canadian Northern Railway Valuation Summary Sheet. of 
December 30, 1916. a 


Canadian Northern Railway. 


oe Commission 
of Inquiry. = SO 
Gross. Deduction. | Adjusted. 
$ $ $ $ 
Rideau Junction—Pembroke...........0...00.-.cc|seceeecscese 4,655,010 eae ae he 
Deductioostso road ci st oitan coe pada coe eran al ee naas 134,199 
Deduct cisconntins “cies ss et iPS Seatac Seat eather a yteel acca ti ae agg 262,228 4,208,583 
Pembroke—Capreol........... See Moe ae cee pr ofl. 12,394 OOL Pe Fa ieee 
Deduct cost of road..... gi aed sn Apt wale gto wkacy th she Seat ate cnn tae eee - 498,937 A 
Deduct discount............ i Ta EL Ok BES A a Ray Cr BM Geer reg emt: 710,295) 11,184,769 
Capreo):— Kael sec Geen Sots ours caw Le ae eee 2,042,075]........ is 
Deduct costo, road eo Li ay rats ac ue iteaeean oh oni ee Sitbas aioe 110,562 
Deduct discount.........2.... ote Nahe ed Soiee'a eon teers ees 165,939 1,7€0,177 
Hiei Wurrent ici tea ni oboe ENE ge Se OM ae ee Os Se oR 0, 102,045}. Rae ee 
Deduch cost-ofi read) 47 on se a okt, EN pee oe ea Saad eat ia fe 1,158,720 
Deductediacoun ty #2. 20g ee 4 ee Ae Beware on 1,738,673} 55,204,652 


aT Ee 47,193,734 4,835,553) 42,358,181 


2. Subsequently to this comparison, the Canadian Northern Railway Company 
submitted its statement of cost of this line. This statement contained two items 
which we threw out, namely “discount” and “cost of road.” The first was probably 
discount on bonds, which, as above explained, I do not consider a fair charge in a 
valuation; and the second item, stock given to contractors, which should not be 
included. 


Deducting these two items, our total cost of reproduction was $42,554,678, while aa 


that of the company was $42,358,181, a truly remarkable agreement. ‘These results are 
as shown above. : : 
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1. CANADIAN NORTHERN RAILWAY SYSTEM... 


The results of this work for the Canadian Northern Railway System are given in 
the following tables: Table 1 gives a summary of the various lines in operation and 
under construction and all other items which have been included in our estimate of 


the cost of reproducing the property, all being physical elements. 


Tables 2 and 3 


ehow these results more in detail, with reference to each division or branch of the 
Canadian Northern Railway System. 


Taste 1.—Estimated cost of reproduction. 


C. N. R. Proportion 


TotaL. BASED ON PER CENT OF ToraL 
Stock OWNED. 
Lines in operation —— - a - -$ ——--—— —_—__ 
Less De- + Less De- 
New preciation. ew preciation. eee es 
8 $ § $. 8 
MHalifax-& 0. We: 2... 6,614,976 5,298,176 6,614,976 §, 298,176 + 223,821 549,291 
“STE Rag ed ie Fini eae San 11,319,589 9,796,240} 10,017,836 8, 669, 672 1,666,002 364,881 
Ce INA GY se Ler, sex ose 543,986 543, 986 543,986 543,986 43 OSG6t 2) 2 eee 
Go Nes Cues Ley eects ss 16,212,912} 14,608,730 9,679,611 8,771,414 2,929,358 1171227 
e NieOnt. hy =. et 71,118, 221 64, 713, 421 71,118,221 64,713,421 4,068,944 5,573,007 
B., W. & N. W. Ry.. MIS 754, 105 579,038 754,105 579,038 45,414 28,681 
Bay of Quite Ry........ 1,199,540 976,518 1,199,540 970,518 42,317 45,052 
CUOMO GeV ent te a we 3,197,672 2,524.159 3,197,672 2,524,159 143,848 120,688 
rere I bUAW or LWY sas one 839,173 636,990 839,173 636,990 115037 31,163 
Duluth, Win. & P. Ry.... 8,092,168 6,880,366 4,127,006 3,608,969 1,860,797 280,294 
Niag. Sv. C. & Tor. Ry... 3,088,825 2, 749,740 3 088,825 2 749, 740 358,864 114,439 
RO AIN LOY rows erties Sie aie 142,822,453 122,264,278 142,822,453 122, 264, 278| 26,354,310 75909, 110 
ING Poe Matis WVes.20 bas 13,232,353] 11,619,723 13, 232,300|. “fl “619, 723 5,849,814 469,452 
DENGGask Ryo tS 1,064,400 867,116} 1,064,400 *867, 116 170,405 40,627 
CoN uw ests Reva y! ois S,co0,019 7,644, 723). 8,333,919 7,644,723 139,771 312,554 
Oy Na weatoerta RY. s-x52..5 12,685, 999 11,979,112} 12,685,999 11979, 112 174,919 1,045,375 
CeINo DaciticsRy a. se s:$... 45,976,455} 44,681,158) 45,976,455) 44,681,158 1,195,844 3,800, 890 
Total lines in operation.| 347,096,746} 308,307,474 335,296,080} 298,122,193) 45,809,451 a 947,291 
Lines Under Construction 
Que. & L. St. John..... o> 344,937 344,937 305,269 305,269 41,648 13,701 
CAND Quen Ry sc eters sees 150,417 150,417 89,799 89,799 3,340 5,702 
CEING NOU SEVV wooo cy 17,298,640] 17,298,640) 17,298,640; 17,298,640 9,100,055 835,784 
CIty tee ee oe ~ 1,252,946 1,252,946 1,252,946 1,252,946 170,465 44,972 
GaN DW este Ry 2770. 2, 2,891,878); 2,891,878 2,891,878 2,891,878 622,716 103, 680 
BN aS Nee vets es 116,653 116,653 116,653 116,653 37,925 ° 5,037 
Cee OCP HY. scenes | 19,229,110} 19,229,110} 19,229,110) 19,229,110) 11 402,908 ve 882, €11 
Various Loc. Surveys..... 71,954}, 71,954 71,954 TL OU Al Rr Mel toe rare 
Total lines under con- 
METUCLION okt ace ee ee oe 41,356,535| 41,356,535) 41,256,249) 41,256,249) 21,379,057 2,891,494 
Total railroad lines..... 388,453,231} 349,714,009] 376,552,329] 359,378,442) 67,188,508) 24,838,785 
aa —2 “ss Py gh ee eae eee a eee ee 
Hotels and lands......... 62,068 53,604 54,930 47,440) 22 Sees ee ees 
} 1,436, 625 1,260, 261 1,436,625 1,260,261 329. SOOlt see ee oe 
HNSVAtOISit. oc Acie es oactes _ 2,955, 060 2,680,000 2,955,000 2,680,000 200, OOOE SE Chae eects 
Material on hand......... 2,452,618 2,452,618 2,452,618 9452. O18) * Reena ee waa gn ake 
Industrial spurs......... 1,751 392 1,050,835 1,751,392 F050; 830] oye! tos tee ee eee oa 
Canadian Northern Ex- ‘ 
press Co. and Transfer Co. 330,575 198,547 330,579 LOS SAGE sae eos ent eee ee en 
8,988, 282 7,695,665 8,981,144 7,689,501 Hod GOO] Pot ee eata es 
Grand total. ........ 397,441,563] 357,409,674! 385.533,473| 347,067,945 67,722,858] 24,838,785 


*Figures given by Railway Company as shown on letter from Mr. Mitchell, 9th March, 1917, copy of 


which is attached. 


a, 


a 


36 RAILWAY INQUIRY COMMISSION 


7 GEORGE V, A. 1917° 


CANADIAN NORTHERN RaAtLWay SYSTEM. 


: * - Orrawa, Ont., March 9,,1917. 


W. H. CHapspourn, Esq., 

Commissioner of Inquiry into : . | 4 
Transportation and Railways, 

Citizen Building, Ottawa, Ont. 


/ 
Dear Sir,—With respect to the Halifax and South Western Railway, I 
attach herewith a statement showing the cost of these lines to the company. 
The Halifax and South Western Railway was built under agreement with 
the Nova Scotia Government, by which they advanced $13,500 per mile of rail- 
way, the company giving to the Provincial Government a mortgage over the 
railway for the amount advanced and for interest on advances during construc- 
tion. The agreement with the Government provided that the mortgage would 
be cancelled by payment of $10,300 per mile; in other words, leaving the com- — 
pany a cash subsidy at the rate of $3,200 per mile. In 1912 the company 
arranged with the Government for a new mortgage, under which the total — 
advances of the Government, plus accrued interest, less $3,200 per mile cash. — 
subsidy, were retired’by the issue of new 34 per cent bonds of the company, 
amounting to $4,447,000. j 
In addition to the above, the company received from the Dominion Gov- — 
ernment cash subsidy of $1,364,210.93, and expended this, together with a fur- 
ther amount of $641,231 on the construction of the lines, the total expendi- 
ture being as shown on the statement enclosed. 
The statements of cost already submitted will furnish you with details of 
the expenditure. 8 


\ 
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Yours truly, 
A. J. MITCHELL, 


Assistant to Vice-President. 


HMalifaxrand> Manone. Ge... vies tyciotice tte 8 ieee Se eae 68°10 
bunenburesto Middleton... dn eka sis leave ae tate eer ee eee 71°00 \ 
Middleton sto Ports Wad e-uncy siegttier ee sot a ee ee ee 39°40 
Galedonias Branches iter, cae es Sn a ee 22°10 
Bridgewater. to- Barrington tian eho Le eee eee 115.0 
Barrington tosyVarmouth spt wee wares he neensh. antes leh eae eae ae 50°10 
Diverpoo!l £0! Milton sit el ey oat aie Sore ee 4°98 
MOP PROOKFBTAN Cl yee el Rete eek eee ee ca eS Ee eta at cs 4°16 
3877°34 
2 
Motal>cost of ‘construction (otslines?. pL av.c ante eee, Se Lee ls ey $6,452,441 43 
Betermenteetcan ait sou % de ONE Yee Mate Raita ae SEE OE tien dara Gabapentin eee ee 162,534 28 
Costrofsroad Stock fis shane wa. deh. hee enone eet S100. 000800 
Liges Cash SUDSIGY aires Cotte ew eesti ae SO Se at ae 1,364,210 93 
——————————- $_ 185,789 07 


iuterest. coperating,”, Capitalized.)1e q  Ccaee ee eee et a eee 212,915 \37 
$6,963,680 15 


Notre.—Under agreement with Nova Scotia Government, interest to amount of $878,141.80 
was Offset by $823,200, provincial subsidy (257.25 miles at $3,200 per mile), and balance 
. capitalized. , 
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* All other properties of this,company are shown under lines where located. 
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Taste No. 2.—Lines in Operation—Canadian Northern Railway. 
Estimated -O.N.R. 
M. L. aie Cost C.N. R. Proportion 
Item Mileage. Milk ML. ee Repro- p Sy arn less Depre- 
ERB duction. pd EA ciation. 
| A $ $ $ 
| Halifax aud Southwestern Ry.— 
100% stock owned by C.N.R. System.... 368 °20 368° 20 6,614,976 6,614,976 5,298,176 
hak DO fa ow Seen oer Pasa $223,821 
MMVINTATGS ct ic ek «aimee vee e 549,291 
| Quebec and Lake St. Jonn Ry. — 
| 88°5% stock owned by C.N.R. RAE A MESS Teel 
|  Quebec—Chicoutimi.. < Deh MONT otis oe ae Fake OBER AK. Ses hia 
Pee GGUePDIAnclignss. fcc tte we te Den O| onctantoten tare Vi41D S42 een ee 
Chambord—Roberval...,...... . AE, 1 nae a rr, Of A507 Once eee 
Waleartier—Clarke. .2: 20... .c neces. B40 ie ta eh 118,850," eer oat 
Hotel Junction—Lake St. Joseph... aa OSGi ae hes ok Del ORK pect ee eee 
284°89} 11,319,589) 10,017,836 8,669,672 
PAI eee tee dee Pe as $1,666,002 
LRtereal eres. Ae. oc oe coe 364,581 - 
*Canadian Northern System Terminals, 
Limited— 
100% stock owned by C.N.R. System— 
TROUeDER AOU NLONUTCAL = cnsat louis cis [Do Aie eee Solel! sae ee Sat ete 543,986 543, 986 543,986 
Land . . $543, 986 
| Canadian Northern Quebec Railway— 
| 69°79 stock owned by C.N.R. System— 
(Juebec—Montreal ...  .......... TOF Of ate oe ras, 10,731,448). .. 
Rinfret— Huberdeau............ ... ADC Daler s «ali has’ 1,2. G01 Wee ees 
Garneau Junction—Riv. a Pierre.. SG: SAPs noe S09, O14. cae are ete ss 
Montmorency Branghi ge ea eet. a cae. eee eos P3401 61 es ees 
Aldred Junction—Skawinigan Falls. . ite. 0) NE ek Ura ee he ay A BPA ea 
Paradis Junction—Rawdon,... ...... TOPOS es Sat caret ADD LT Wace eases ey 
Joliette—Hawkesbury............... OF OO) nai sey 2; GGG, 2321 0 eines cae 
(Sie SOE ae fh Pg BASS 
j 355°99| 16,212,912 9,679,161 8,771,414 * 
5 DES Ee bere Senalan ee mesh oat $2,929,358 
NBN dS, Too 3 Rept eel MA inst ona Merger 1,171,227 
Canadian Northern Ontario Ry.— 
100% stock owned by C.N.R. System— 
Todmorden—Capreol..............-. JT RAO E eetate te chet 3 10,409,965)... 0.60 2008 
Rideau Junction—Capreol... ....... S022 00 Aas we te: 1S 71S 72 ieee pee 
Capreol Currents... 75 cates oak os DOBEOON Se 5 ves ore 26,840, 949F, ot ates 
Hawkesbury—Hurdman ............ Ada ASS og rah eg ara £89557 Ol eee eae 
Todmorden—Ottawa..............-- DIL TOO te ate’. Siete 12:703,2/8) > ow ee 
Pee atte rots. Serie te Sais tis oe SA GL eee as wrote 1841-558 lec = aces 
TE GTONGOSLCTININAlS 2 0 os a Fees ss oa 6 0 ats ADA ter: Sa eA, SOLD VEZ eee ee 
1,507°87} 71,118,221; 71,118,221) 64,713,421 
ANC eee es ce baie. nen 4,008, 944 
ETTCTOSG Sis Govenitoes Soe 5,573,557 
Brockville, Westport and N.W. Ry.— 
100% stock owned by C.N.R. System .. 44°40 44°40 754, 105 754,106 579,038 
GANG oe be aes eee toa ork leas s $45,414 
nGerest tc ates te ts «cole o> 28,681 
Bay of Quinté Ry.— . 
100% stock owned by C.N.R. System. . 54°50 54°50 1,199,540 1,199,540 970,518 
PGATIC ses) Po Wages ee ect anne $42, 317 
Pnterest.s. Shc ce sic ae meee 45,0524 
Central Ontario, Ry.— 
100% stoek owned by C.N.R. System—_ Lb 
Prctoiine LYCULOMN CA fs om. case coos a SOS Ute ec a teehee DLO, 59G rae tesa “ 
PP PENLON = W AlLACO ont. eicla s hatwvere © o'we's CIDP OO ies oo Sate DAT TOF etre co: 
Dae ene ra Me casero eke 6 Oss vic VA ZAO eek ms hte ee 210; O35. sieentoiletens 
: 167 °00 3,197,672 3,197,672 2,524,159 
Tend een week ces. dee te $143,848 
Gave cl br a rane ame rem A 120,688 
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TABLE No. 


Irondale, Bancroft and Ottawa Ry.— 
100% stock owned by C.N.R. System.. 


Pati Mel erias he an Oe eee $11, 037 

Tiiterests Gao oie, on eee 31,163 

Niagara, St. Catharines and Toronto 
ye ; 

100% stock owned by C_N.R. System.... 

JAN Moet eak os ia wae $358,864 

Interest). a tere rte iat tet ees 114,439 


Duluth, Winnipeg and Pacific Ry.— 
51% stock owned by C.N.R. System— 
Duluth JJ unction—Ranier 
Ranier— Virginia 
Virginia—Duluth . 
Terminal properties, .<2.......:.06: 


eceoereeeee 
ee eee tec eee eter ee 


sees fc eee 


Interest 
Canadian Northern Ry. — 

100% stock owned by C.N.R. System— 
Port Arthur—St. Boniface 
Winnipeg Terminals................ 
Beaver— Edmonton 
Saskatoon—Munson 
Munson—Calgary .... 
Regina—East Prince Albert 
Edmonton Yards 


$1,860,797 
280,294 


CC ey 


oe ey Ceeteeceeeeeoes 


eee se sec ee ee ere 


eevee eee 


ecees ee ce eee ne 


Twin City Junction—North Lake.... 
Stanley Junction—Kakabeka 
Emerson Junction—South Junction.. 
Paddington-J unction— Victoria Beach 
Tiranscona— Dundee 
Carman Junction—Somerset. 
Cardinal—N.D. de Lourdes. . 
St. sames—Gypsumville 
Greenway —Deloraine 
Grosse Isle—Hodgson 
Steep Rock Junction—Steep Rock. 
Arizona Junction—C.N. Junction.. 
Craven Northeasterly . . 
Carberry Junction- Brandon Junction 
Hartney— Virden 


ee er) 


eecoetoeecece 


ee cceeererereece 


see erce ec oee seer eee 


Ouse ig «ieee o> “ie. 6 6 6 © 


eevee 


eoetereceecwr ese we te, 


Maryfield—Bengough..... .......... 
Luzton— Estevan. . : 
Moosejaw J unction—Moosejaw. Ure 
Gravelbourg Junction—Gravelbourg. 
Oakland—Amaranth....... ........ 


Neepawa Junction—McCreary Junc- 

tion 
Hallboro—Beulah 
Ochre River—End of Steel 
Rossburn J unction—Ross Junction... 
North Junction—Prince Albert 
Sifton Junction— Winnipegosis 
Thunderhill—Preeceville 
Hudson Bay Junction—The Pas 
Melfort—St. Brieux 
Sturgis Junction—Canora 
Delisle— Dunblane 


et eew ce - evo eereeeer se eo seevreeretone 
cee er ee ree ee ee 8 lt 


en ry 


eeoeee 
ee twee 
srelinite he 601618) 2) @ 
e@rees 
eceoor eee ete. te veee 
ee 
PC 


Dalmeny—Carlton ................. 
Prince Albert—Denholm 
Shellbrook— Big River 


CC ee 


a ee? 


eerececeoece eo eee 


secre er cee ewer. 


M. L. 
Mileage. 


51°90 


61°61 


cece ees ee eee 
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- Estimated 
* Cost 
Repro- 

duction. 


Total 
ML. 
Mileage. 


ues 
839,173 


51°90 
61°61 


3,083,825 


131,595 
2,997,480 


eoceeerece aeons 
eo eee ee wp eee 


ee 66 ete ec ee ee 


1,199,719 
8,092, 168 


2 8 Te 96 @, wie. lene e 


170°56 


17,070,103 
13,737,973 
20,702,003 
2,692,753 
4,995,011 
11,121,981 
5,784,197, 


eee ee ee se oe 


see eee ee ere os 


sc ee ere ee ec - 


eer er eco e ee ees 


cee eee es we ee 


se eee er eer eer 


eco rer eee eee 


eer ere ee eee ~ 


sees etree eee 


eo ers ee eeee 


sce ere eer eecece 


eee - ee 2c eee 


eee eee eeees 
cc ecec eee eee ee 
eee ew ~ eer eevee 
ee i 
eee eee eo cere 


es eese eee oe 


1,837,415 
653,678 


1,352,384 
1,514.350 
"934186 
3,808,420 
6,774,463 
306,701 


ere ree eee ses 


oeceeeg eee 


ecco eee eee 


ey 


eee e ee er eoae 


eee cere e8e 


ere e reese ewes 


eee e eee eee ee 


so eke ees eres 


eee eee eee een 


ee eS 


ore eee te eee 


CC ed 


3,763,374)... 


C.N.R. 
System 
Proportion. 


$ 
839,173 


3,088,825 


ee ee ee re eee 
coo ee se ete ete 
eree- 


80,104,021 


eee eee esr eoe 


se eee eee cere 


eeceeees 


cere eo eee ecee 


cee ee eee - oe 


eee eee eee es 


cee eee eee ece 


cow eee eee eos 


ce ee eee ec eeee 


ewer eee eeeee 


i 


eco ee eee wee 


se ee ee ee eos 


see eee eee oe 


eee ece eee eevee 


eee eee eese ew - 


coer eeeor see 


core eee sreeee 


eee ee eee ere ee 


— Lines in Operation—Canadian Northern Railway—Continued. 


——, 


C.N Rs 
Proportion — 
less Depre- — 

ciation. 


$ 
636,990 


2,749,740 


8,608,969 


71,266,296 


+. 
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TaBLE 2.—Lines in Operation—Canadian Northern Railway—Concluded. 


re ee ae I Es ee re a Se ee eS 


M. E. 
Item Mileage. 
C.N.R.—Continued. 
N. Battleford—Turtleford... ...... 56°74 


Battleford Junction—Battleford..... Fig 


Vegreville—-Munson Junction ....... 161°30 
Edmonton Terminal Ry............. 9°20 
Camrose Junction—Terminal Junc- 

ARONA EA athe Se es aig ae sent oe 45°80 
Edmonton—Stony Plains............ 20°10 
St. Albert—Athabaska............. 86 40 
NGA Eee ce SO cee FS $ 26,384,310 
interest so 6.4 a cos : 7,999,120 

Northern Pacific and Manitoba Ry.— 
999 Year Lease— 
Winniper’Perminals:.. 6°. 3: es 3°73 
Winnipeg—Beaver............ : : 73 08 
Portage Junction—Emerson Junction 62°81 
Norris brandon: 3c. . S12 ait eo Gee 145°70 
Hartney Junction— Hartney......... 50.45 
Delta Junction—Delta.... .... ... 15°U5 
SAT ee es A, eats 3, aca s $ 5,849,814 
TMGeV ONG these vrs acc foes "469, 452 
Canadian Northern Saskatchewan Ry.— 
1OUY, stock owned by C.N R. System—- 
Wroxton — Willowbrook ............- 41°37 
Male-7628—Hstons ©. oa. awe ecns «ose 8°66 
yi S 3 RO eats Adee ae a $ 170,405 
Goreste- <' oae 40,627 
Canadian Northern Western Ry.— 
10UY, stock owned by C.N.R. System— 
Brazeau Subdivision .. ............ 170 23 
Peace River Subdivision........... ' 33°00 
PA NaTICOSU OCI VISION: Hoc) ha rte 60 00 
EARS ee st eee ee a es $ 139,771 
Puterest io. sec set ke eas 312,554 
Canadian Northern Alberta Ry.— 
LOUY, stock owned by C.N.R. System— 
Edmonton Junction—Tollerton.... . 133°00 
Tollerton— Yellowhead Pass..... ... 123° 90 
Land . ee 174,919 
Interest. . 1,045,375 
Canadian Northern Pacific Ry.— 
100%, stock owned by CN. R. System— 
Yellowhead Pass—Lucerne.......... 5°00 
Lucerne—Blue River............ 110°76 
Blue River—Kamloops........ .... 139°40 
Kamloops— Boston Bar.......-....-- 125°50 
“Boston Bar—Port Mann............ 118°23 
ikanagan branches sod. ne vet cee 3°12 
MSA TIC Nc Ainscs «Eee eae $ 1,195,844 
Paberes ue eisg eases seo 3, 80u, 890 
hye 4 oes RR ie ae OO PUP EP sae Wa ital ah irae eRe 
Total land.... .- $ 45,809,451 


Total interest 21,947,291 


eee ee 


Total M. L. 
Mileage. | 


Pee I a Oe 


oeecee et woe 


'S @ o_8 »f 8.650) ol 8 6 


seo eee. eee eee 


4,917 °87 


ny 


© Ge pia 2) © a Le) ene 
oo 6 oe | Hue 
Ce 


cerewr see een 


ee eee eee oe ee 


sees ee eee eee 
eos ee es eoees 


ee 


oees eveecee 


a 


a 
smeuers 6) = 6 evens 
see foe 

ooM Dee © Bere ene 
a wir 1h S5:/OoS. wwe ie 


501° 95 


9,409 72 


Estimated 
Cost 
ReEanGs 
tion. 


$ 


969,859 
281,533 
3,470,897 
951,293 


924944 
445,339 
1,861,282 


62,718,432 


4,569,232 
2,270,436 
1,641,406 
3,568, 825 

929, 955 
252,498 


878, 124 
186, 276 


6,055,511 
6,630,488 


16,361,610 
11,041,399 
61,843 


OC, NAR. 
System 
Proportion. 


$ 


62,718,432 


6,839,669 


6,392,684 


1,064,400 


8,433,919] 


12,685,999 


45,976,455 


C. N.R. 
Proportion 
Less De- 
preciation. 


g 


50,997,982 


6,4%8, 223 


5,151,500 


867,116 


7,644,723 


11,979,112 


44,681,158 


335, "385,296, 080) 298,122,193 


rae ne ee a a Se Tea See Te 
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| 
Estimated C.N.R 
Item R Cost Sy stem 
eprodue: | Proportion. 
tion. 
& ; 
Quebec and Lake St. John Railway— $ $ 
S88' 5% stock owned by C.N.R. System— 
FR GOEL Vale LICE CTU Te, ee dk ers ee arb hee Pres den ee oe anc cle age as ra eae 214,740 
Brorette Vil los -StOn cha wares nacre als Saale Satan ea ce bettas OP e te eee: eee 130, 197 
344,937 305,269 
ETAT nt ese ee Oe SES eee Nae Ee Ne rel hats ea ante ae eee a 41,648 
Titerest afGege sao ca eae ea BTL AS a RON d, SNe ct ae 13,701 
Canadian Northern Quebec Railway— 
59°7Y, stock owned by C.N.R. System— 
Avuntdel= China Ola yes ac. avant peo eee hee pit ae Oe Bee ode we stauee oe ental eee eee - 150,417 89,799 
dB NG 6 Hird teen uar sites Ot ars Renn On Aa eh ern Or, bette Ht Gay 3.340 
TRitereRe Mee wey oe ee eo Sr ad ee nae 5,703] | 
Canadian Northern Ontario Railway— 
LO0Y. stock owned by C.N.R. System— ~*~ 
Montreal—Grenville-Jiumctions cists ore © 6s Doce eg a ieee Peer 13,623, 141 
Duncan—Leaside and North Toronto Terminals.......... Sette Soiree : 2,069,378 
Longue Pointe—Tunnel Junction ...00 2k ee cece ee te eee eeee deer fer one >) 66,121 
Toronto.) Miacata and Western sce io. of odin dees es ier ean Glee neg ware alee NE 1,540,000 
17,298,640} 17,298,640 
137s Set ion bet ge RR ALS Te ERS Myr Nie urs anti Me Abi CO alae Ame e MR I Le) : 
DCCL OSE ae et see tae EN es anes. ok RL abhi a od Pe ae 835,784 
Canadian Northern Railway— 
100%, stock owned ty C.N.R. System— 
Ca lPary MM GLC0G. tu ties ans le phe Pi cares ww els oth Ce ee a yt oe 533, 102 
Meléod—PincherC reece: fins aco 5 ies hie hea sak SE OD ik, SO ge, aE ee 228,488 
Winniper Cutotin oan. esac raes Ree Ss pr eon ae SmI AM hem FAG BOE AES AEs EY Nae 75,373 
Pirdee North ‘Hasterly (422. 20-0 tithe coe Seleiecee ar lessee See 51,349 
Ga LLwO INGE GMa statin Oo ces ok Wee chee Fe tale Sse PRAT See AM ar fo 6,142 
PTSecewitle, West. wees oy oe aay Alero tees» whaty a ee oa ie a ha ene, ae, a a 151,500 
urGlefOvayN OFti. ouceects Gs eimelss ae Gio Sh aero RE the, Ste sea oa cae ORs noe ae 30,031 
V nda Nort beasterty 22 fos dh aga sal Sete eee ele Ys ea aro treater ane 136, 496 
CravenwNottheasterl yi osGhg ih on fds Sona o's a ee re ee ee Rah 24,259 
Gravelbourg Westerly.......... ..... ere ae cere Pee c Weane set OR en a eae 16, 206 
1,252,946 1,252,946 
TAMU ser heat oe isis amen ee be eek trae maul eel Sate aT Me es 170,465 
g Rey Ret yer tt A are eynae Met aghe a ose Ries arly Gna SR, ek IRE oP Leh BLE De A 44,979 
Canadian Northern Western Railway— 
100Y, stock owned by C.N.R. System— 
BA COMDE DS PUr ces Se ees ans alsa ohe oats Aan oa Le ch ON ae ne 83,105 
SLYALNCOMA;SOULKELLY .F30 co oa 7S lems pea ee ee Re eae ee sae ena Teen 300,681 
OliverStu Paul des(Metis 2s. 9200 i's ors adeccess ag ae Meera ts ete 612,820 
FEU COT nS PUT scien Ce ee a tatha Sa Bete a vet bs, SeaavratG’. | hava xeon 469,097 
AIH AnGS DOU bHOTy NT lg aie cob otha I ie Sie cake ca RO ee St olen ee aoe 8,480 rE 
Peace KiverSubdivisioncs 2 stc. sd tis Sete wn ieee eee ee hee ime Nee) 865,143 
Medicine: Hat— Hann dese eves es ois caste a UN SUBIR ac at ee ee ae eS oe 520,401 
Bruderheim Kast...... eo aye Ray Se a eg ee Me Lies GUS LEY Oy Recs sare at 82,151 
2,891,878 2,891,878 
TATA a OM a te a pis Ree ee tide Dae a ao «alte Ue gitar Mice eee 622,716 
THtarest Sree ads  ytca tore nee Benes Shs clak lens Bets ore ay ae 103,680 


Canadian Northern Saskatchewan Railway— 


LOOY, stock owned by C.N.R. System— 


Willowbrook Wrestiijy i e.sas oes oe aes 
SatOn Westerly 25s. cnet eee ce dtcs Saat on ee ee 


Land soy Ae oe i Po ee Ca eer 
THteregt 2 oP heer pede ve aes SR 


ese ecee eo ees 


oy es) ¢) ete ave eA, 62 se) oe 0.2 


5 ee 15,462 


Cr 


ee 101,191 a 


116,653 116,653 


37,925 
5,037 
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TABLE 3.—Lines under Construction—Canadian Northern Railway System—Con. 


Estimated O.N.R 
Item Biel System 
dockon Proportion. 
fi $ $. 
Canadian Northern Pacific Railway— 
100% stock owned by C.N.R. System— 
SPSClalev ANOGUVer PerMMNAls fy Jeet os srt iRise base Ole SalUle low ne NOt Se eS 9,200,000 
PA TIOOUM Ciel date ST ATICH Ge oan a ere gt fe dota wong asl nia paces siege bons 5,729, 766} 
Dicanegan Oran ors Sook te de ORCL eek ee Rete ai Saeeew eee G ess s 693,801 
MLE SIAN SE AUGINE of Fun te ee ret Soe Silas ts boy oa aaa vers BT, & 2,105,097 
PeaeeiCl ae Day Lior Ten ah tae oe a EG AS « ciate aeae Pind « mhemieetin seis 2. USE 6 1,259, 807 
Reat Estate not included elsewhere. <2... 0.55. ree ees ny ap eee nees 240,639 
10,229,110} 19,229,110 
CNIS | Sig a 4 ae Re Moat 0 ty SE pate ee Breet Bie 9 ar eae oe ra $ 11,402,908 a 
DN eyo AS Da i co el Sire i Searle A Sc OM ees Ripe aad er a es Ten Wr ee 1,882,611 
PTO ART OCULOOIL SUTECUSH INCI LUNES etc, fe cio) tie an sea Labs Sesit sig Se hee Tt AN ae ak es ele 71,954 
, Tae ee er rn ha ce ae a ee aa nary ten coe) 41,256,249 
PGATTONLL OURLI MR Poe Ay te wet ee nia che ee caine athe ok $ 21,579,057 
haterest.(1 Otel) 76S eae nee scibigure conse sphtueee < went. ys 2,891,494 
TABLE 8a.—Canadian, Northern Railway. 
Kistimated | O.N.R. | po N-R: 
Item Cost Repro-| System as ae ee 
duction. | Proportion.| “S58 O€Pre- 
clation. 
Hotel properties— $ $ $ 
Hotel Lake St. Joseph— 
BOD alae ONC: DUT CI «LPO USLEML. «Aen. no eee ee ale Sore bs ves ic 62,068 54,930 47,440 
Bala Park and Lake Joseph Hotels— 
FOO stock owned oy CON RS SYStem ., 2, Sania hd een oa es shale 3 35, 205 35,205 26,405 
Prince Arthur and Prince Edward Hotels— 
BOUT St0Ck OC VO. INA SY SEONU a cle aie cas tin id oe Sicole Wot as sielps 1,401,420 1,401,420 1,233,856 
BES 16 ela ge 9 ie De er hire a ere 23.9. 829,356 
Terminal Elevators of Port Arthur— 
1009, stoc owned. bY. ON i Ry SYSleMe, 6 osc Eek babe hangin sgee” 2,955,000 2,955,000 2,680,000 
ATT Re ee Rater once sie weer ase sk a aR woe eS $ 205,000 4,453,692 4,446,555 3,987,701 
Material on hand.. RPE Mey ceny eer gree til soe cuore ck sh ees | ete desl Sa aeeen a 2 452,618 2,452,618 
Industrial Spurs— _ 
ATO MA LED aL OLA DEL THO spo oh vise Bega sider a nina t ees Oe es LtUS,01 aie eat ee 
478 switches and frogs at $90. AS ODO rabid hc asta 
1,751,392 1,751,392 1,056, 835 
Canadian Northern Express Co. and Trans. Co.— 
100% stock owned by ClN.R. System... 0. ccc esc c cece cere eee eee| cee ce eeeee 330,579 197,347 
TiAl ANC coo a eee Mictarh ete ohne ye es kes $ 534,350 
EEE a eee cereal eee rare wlio ere Peete Reasias aati aot ON Gl Poa wc aoe 8,981,144 7,688,501 


- 


Lines, the capital stock of which is not owned entirely by the Canadian Northern 


Ratlway Company.—The Canadian Northern System comprises several companies, the 
control of which has been acquired by the Canadian Northern Railway by the control 
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of the majority of the stock. The percentage of stock owned is stated in each case in q 
tables 2 and 8. There ig some doubt as to how the values should be treated in ] 
cases where the entire stock is not owned by the operating company, and I have, there- 
fore, given in each of these cases the cost of reproduction new, and the depreciation — 
of the entire property, and also a percentage of these figures equal to the percentage of 
stock owned by the Canadian Northern Railway. I desire to call your special atten- 
tion to this because your purposes may require a different treatment of these cases. 
The lines in question have bonds outstanding, and they may also have a floating debt, 
or short term notes outstanding. All these obligations would, of course, stand first 
against the assets, and any balance of assets above these obligations would represent 
the stock equity, and if such balances were divided in proportion to stock ownership, — 
would give the value of the equity represented by the Canadian Northern stock owner- 
ship. The value of this equity, however, may not be of any importance to your Com- 
mission; and on the other hand, it may fairly be argued that the entire value of the 
property should be divided in proportion to stock ownership in estimating the physical 
assets of the Canadian Northern. The equity represented by the stock in one of these © 
roads might be worth nothing; yet in such case, if the Canadian Northern Company > 
owned the entire stock, it would own the entire company, and the entire physical 
value of that company would be represented among its assets. If it owned 99 per cent 
of the capital stock, and this stock were worthless, because the bonded indebtedness 
and the floating debt exceeded the value of the property, it would certainly not be — 
fair to include none of the physical property of the line among the assets of the 
Canadian Northern. On the whole, the fairest view in general would seem to be that 
assets and liabilities should all be divided in proportion to stock ownership. 


Leased Lines—The Northern Pacific and Manitoba Railway is merely a line — 
which is leased by the Canadian Northern Company, but the lease is for 999 years. — 
The rental paid is understood to be in the neighbourhood of $200,000 per year, being — 
the interest on outstanding bonds. The original line, therefore, when leased, repre- 
sented no capital investment of the Canadian~ Northern, but merely a contingent 
liability for payment of the rent. The question is, whether the physical value of this 
line would be included in the physical value of the Canadian Northern System. 

This physical valuation includes, I understand,- considerable property represent- , 
ing sums of money which have been expended by the Canadian Northern on the line 
since it was leased. A 999 year lease is practically ownership, since the sum of one 
cent placed at compound interest to-day would in 999 years, much more than equal the — 
present value of the line, or probably its value at that time. Such a lease is therefore 
practically ownership, and at all events should be treated so, as regards the expenditure — 
of money for improvements. Notwithstanding the fact, therefore, that the rental paid 
would represent the interest on a smaller sum than the physical value of the line, I — 
have included such physical value in the tables just as though the property were owned _ 
dy the Canadian Northern. If your Commission desires to omit it, it can be sub- — 
iracted from the total. 


Leases.—I. understand that the Canadian Northern Company has made some con- 
tracts, either as lessee or lessor, for joint use of certain properties, with other lines, as 
for joint use of tracks or buildings. In the present valuation, no attempt has been 
made to place a value upon contracts, although they may have a very decided value. _ 
At was assumed that such values, which may be called intangible, were not desired in — 
the valuation of the physical property. 


Lines Under Construction.—The tables show considerable sums representing the — 
value of lines partially constructed or surveyed. Some of this property may never be — 
put into operation; at least, some of the surveys may never lead to the construction of q 
the contemplated lines, and may thus represent abandoned property. I believe that it — 
is generally proper in railroad valuations not to include abandoned property; although — 


RAILWAY INQUIRY COMMISSION 43 


SESSIONAL PAPER No. 20g 


Iam very well aware that in questions of rates or capital, there are strong arguments 
in favour of including such property in some instances, and I personally believe that 
~ in such instances, it should be included. P : 

Nevertheless in the present valuation, no such property has, to my knowledge, been 
included in the figures given. 

Hotels—The estimate includes only three hotels. The value of these has been 
estimated as accurately as the circumstances would permit, together with the land on 
which they stand. In one case, the hotel stands on railroad right of way which has 
been elsewhere included. 

Material on hand.—The company has furnished an inventory of materials on hand 
and its value. It was, of course, impossible to check this. Certain items, however, 
have been excluded because they were considered as improper items in a physical 
valuation, and as belonging rather to maintenance expenditures. Approved items have 
been given<the values on the inventory. 3 

Working Capital and Cash on hand.—In an estimate of physical valuation on the 
cost of reproduction basis, it is usual to add to the value of physical elements a certain 
sum for working capital, for the reason that a company beginning operations with only 
the physical elements in its possession, and no working capital, would be unable to do 
business. For this reason, the addition of a certain sum for working capital has been. 
frequently approved by courts and commissions. 

Cash on hand, is, of course, a physical asset. “ 

Your attention is called to these two matters for the reason that neither have been 
included in the present valuation, and it may be desirable for you to inquire as to the 
cash on hand and to take account of it as well as of a proper allowance for working 
capital, in whatever use you may wish to make of the results of this valuation. 

Steamers.—Nothing has been included in this valuation for steamers, for I am 
informed that all assets under this item have been converted into cash. 

Industrial Spurs—The Canadian Northern Railway Company, like other com- 
panies, has connected with its lines a considerable mileage of industrial spur tracks 
leading to factories, coal yards and other private property. JI understand that such 
sidings are originally built at the expense of the private party desiring them, and that 
the expense, in some eases at least, is gradually returned to such owners in the way 
of rebates on freight received or shipped, so that in the course of time, if the individual 
js successful in his business, and the spur track is justified as an investment by the 
railway company, it will ultimateely be owned by said company. 

I understand that in other cases the railroad company pays for the rails only on 
such spur tracks, the individual requesting such tracks paying all other expenses. 

Time did not permit of a careful examination into the value to the railway com- 
pany represented by such tracks. To ascertain this would have required an examina- 
‘ion into the status of every individual spur, and would, therefore, have required the 
services of our whole ferce for a much longer time than the entire time which we had 
at our disposal. 

In this valuation, the value of such spur tracks has been given as the value of the 
rail alone, assuming a probable weight in cases where the actual weight was not known. 
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The following comparison of our results with cost claimed by the company is of | 
interest :— 7 


Company’ s statement of cost. .. $494,112,489 
ss additional terminal “and “other. properties. . 5,922,946 
Deduct— - $500,035,435 
Capital stock... .. Roy REO IA ee ee $105,000,000 
Less cash subsidies. BAM oREEE vente atoe Mee cats te 28,000,000 
; —_—_—_—__————_ $77,000,000 
Cost of land, Sere oneney Be Orme Marty seer) TRS cae NG ey Ay A 34,022,946 
ENTEGES bedi can Guat Pee kane inary, boo biMaietinlci es Ds ban etm esemcs Glued yes 31,580,200 
Discount. ae Sb ttn tn theaters 20,822,000 - 
Canadian Northern Steamships.. ie ae ie 2,300,000 
For industrial spurs, which Commission report. allows 
for metal only but which Company includes as 
Companystrack=-ex CeSSiw ener eerste) chan eee 2,957,289 
$168,635,435 
C.N.R. cost, minus items above... .. Sg) ray rele nes ye $331,400,000 
‘Commission, estimated cost of reproduction (not cost) . Reh Fie Lena $397,441,563 
Deduct— | 
N. P. and Manitoba Ry. (leased line) Excess of ap- 
praisal over expenditure since lease... . $ 4,960,000 
Reproduction cost of land (except N.P. ‘and ™M. ‘land 
which has been deducted above. Conant Caeeet ee 62,549,445 
MaterialssandsSuppiiesamer. cc Gee ee 2,452,618 
Interest. : Miers. caneeiuette ie soahlene "$24,839,000 
Minus Int. N.P. and M.. Niger ents ota eee 469,500 
———_———— $24,369,500 
— $ 94,331,563 
: $303,110,000 
AGGVEQUIPMEN Ty ster, Owe ral pene eters aha cman eae: EEN ort pe Ee gee Oe Re eM eet oer 56,590,000 
Commission Of INnguiry awe Na cae bee lie the ee aoe pe OO 0Ge 
CANE RS VSCOM a cw cee eit nege ) ec cae ae ec a te ee 331,400,000 
Difference. Sate Oi ociwe Wig sivas ve ala a coco eb alone ta ate eg meas ae es eee LOND 


This last figure is about $28,000,000 above the corresponding figure for the com-. 
pany. The company’s statement of cost, however, includes amounts paid for branch 
Jines purchased, which amounts may have little or no relation to the original cost or 
to the cost of reproducing said lines. Moreover, the company does not own the entire 
capital stock of some of the lines which it controls. 

These facts render any comparisons between our figures and their statement of 
total cost, of little or no value. There may be a great difference between the cost of 
a railroad and the cost of reproducing it. However, this comparison, such as it is, 
mdicates, if it indicates anything, that our estimate is a liberal and fair one, and 
cannot be justly criticised as being too low, on the whole. 


~ 


DEPRECIATION. 


The examination of the various properties made by our forces was not in sufficient 
detail to enable the depreciation of the various elements to be estimated with any degree — 
of accuracy. It was not at first contemplated that depreciation would be taken account 
of. However, at the request of the Commission, our field engineers have estimated the 
depreciation of the various items and the various lines as accurately as possible under 
the circumstances, on the basis of their observations and notes. Information was not 
at hand with reference to the age of the various elements of value, so that the depre- 
ciation could not be estimated on the basis of the proportion of useful life elapsed. 
Such a method, however, is not necessarily the correct one. There is much uncertainty _ 
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with reference to the average life of the various elements in the property, and age 
tables should be employed with great caution. All that our engineers could do was to 
estimate, to the best of their judgment, the average depreciation of the various elements, 
based upon their general obsrvations. It is, however, only a rough approximation. 

In order that there may be no misunderstanding in the minds of those who read 
this report, it may be well to discuss briefly the bearing which depreciation may have 
vpon the valuation of the property. 

When an investment is made in the construction of.a railroad, assuming that the 
funds have been provided and invested properly, the physical property is represented 
by a definite amount of capital carried on the books under the title “Cost of Road.” 
The actual amount of capital issued may be considerably greater than this, for various 
reasons, such as discount on securities issued which is to be amortized, stock bonus 
which may have been properly given away with bonds, ete. 

The road, however, immediately begins to depreciate. Certain parts of it indeed 
have depreciated before the entire line is open. Ties, rails and bridges gradually wear 
out, and in the course of a few years, even before any renewals may have become neces- 


_ sary, a considerable depreciation may have occurred. This depreciation is an operat- 


ing liability of the company; in other words, the company must replace worn out items, 
paying out of earnings for such replacement in kind, or to the extent of the original 
cost, and capitalizing any excess when a worn out unit is replaced by a new unit of 
greater size, capacity or cost. 

In the case of a railway company which has a great multiplicity of units, and a 
great number of units under each heading, that is to say, millions of ties, thousands of 
bridges, hundreds of locomotives and cars, thousands of tons of steel rail, the cost of - 
renewals will generally settle down after a few years to a nearly uniform annual charge. 
Tor instance, if the life of a tie is eight years, this means in practice that each year 
about one-eighth of the total number of ties in the road will have to be renewed. It 
may be approximately the same with the other elements of value; but whether it is or 
not the company must make replacements in kind out of earnings, and earnings should 
be sufficient to allow the company to do this besides earning all other expenses and a 
fair rate of return on the investment. If large amounts of money are suddenly 
1¢quired for replacing large items, the company may be allowed, with the approval of 
the proper authorities, to issue short term notes or bonds, to provide the necessary 
funds for such replacements, with the requirement that such notes.or bonds shall be 
gradually amortized by means of a fund which is added to yearly out of earnings, to 
such extent that said fund may be large enough to pay the notes or bonds when due. 
Such a transaction does not alter the principal that renewals in kind must be paid for 
out of earnings. 

The conclusion to be drawn from these considerations, as it seems to me, is that, 

if a physical valuation is used as a basis of rates, or capitalization, or condemnation, 
no depreciation should be deducted 4rom such figures as may be finally, determined 
to be the true value new, unless depreciation has not been properly provided for by 
renewals; in other words, unless the company has failed to maintain the property in 
reasonably good operating conditions, making necessary renewals when required. 
_ If the property has been adequately maintained, it is as valuable for operating 
purposes as if it were new. A fixed amount of capital went into it, and that capital 
was entitled to earn a fair rate above a sufficient amount to pay operating expenses, 
fixed charges, taxes and depreciation. If, subsequent to the original construction, a 
valuation is made and the true value of the property is determined, there is no 
logical reason for deducting depreciation, unless excessive dividends have been» paid 
and undue. depreciation allowed. The entire original capital, properly invested, as 
the fair present value, is entitled to earn its fair return just as it was originally. 

Suppose, for instance, that a publie service corporation for which business is 
ready and waiting, issues and expends the sum of $1,000,000 for its property and that the 


46 RAILWAY INQUIRY COMMISSION 


Se 


7 GEORGE V, A. 1917 


clements of physical value are such that no large renewals will be required at any one > 
time, but that the maintenance of the property required a tolerably uniform annual — 
expenditure; in such case there will be no necessity for the accumulation of a so-called 

depreciation fund. Necessary renewals are paid for yearly as-they occur, yet in the 

course of a few years time, the depreciation of the physical property may amount to- 
say 25 per cent. Is there any reason in this fact for the claim that the company is 

over-capitalized or that it should be allowed to earn a fair return on only $750,000, 

or that if taken by condemnation only the sum $750,000 should be paid for it? It 

is true that if the public should take over the property it would be taking physical 

elements whose actual value would be only $750,000, but the public would take over 4 
the property subject to the necessity of making repairs and renewals when needed; 
and as an operating concern, the property would be worth the original investment of 
$1,000,000 which had been legitimately expended on its construction, or whatever 
might be its subsequent value new. If the owners were only paid $750,000, and if 
since its construction the stockholders had received only fair dividends upon their 
original legitimate investment, and the property had been, adequately maintained, it 
would clearly be unfair to take their property and pay them only $750,000, or to decide 
that their corporation was over capitalized or to allow them thereafter to earn a fair 
return upon only $750,000. : 

The case would be very different if the stockholders had received excessive’ divi- 
dends, or if the property had been inadequately maintained, and necessary renewals 
neglected in order to pay such excessive dividends. In such cases, it would be proper 
_ to deduct from the true value new a portion of the whole of the accrued depreciation. 

If the property of the concern is of such a character that renewals require the 
expenditure of large sums at the expiration of considerable periods of time, as for 


instance, in replacing the machinery of a power plant, a steamship, or pipes in city a 


streets, proper management would require that in order to provide for such renewals 
a depreciation fund should be established and should be added to each year out of 
earnings to such extent that the fund would be adequate to provide for such renewals 
when they should come necessary. In this case a valuation of the property would 
show among the physical assets, the amount of money in-this depreciation fund, and ~ 
if this amount were adequate and were being added to each year upon a plan that 
would provide for renewals when necessary, the fund should be considered as 
offsetting all accrued depreciation. 

A water company or gas or electric company whose property consists of large 
units which are not renewed to any large extent prior to total replacement, should 
establish such a depreciation fund. Railroad companies, however, have rarely estab- 
lished such funds in the past, inasmuch as their expenses for renewals, while varying 
from year to year, settle down approximately to a fairly uniform annual charge. 

It has seemed desirable to express in the above discussion, my views with refer- 
ence to the matter of depreciation, for the reason that I have always held that in rail- 
road valuation the fair present value of the property, new, should be determined, using: 
as a basis either the original cost new, or the cost of reproduction new, and that from 
this sum no depreciation should be deducted in valuations made for rate or capitaliza- 
tion, or condemnation purposes, unless excessive dividends have been paid and the 
property has been allowed to depreciate unduly in consequence thereof. 

I may add that it is perfectly clear to my mind that in the case of a railroad pro- 
_perty which has only paid reasonable slividends, and which has been adequately main- 
tained in good operating condition, if depreciation is deducted from a valuation of 
the property new, then thereafter, the operating liability of the company for mainten- 
ance should only amount to keeping the property up to the assumed depreciated condi- 
tion. In such case, when a new tie is put into the track, inasmuch as the tie removed 
has no value, the entire cost of the new tie should be capitalized, or if the condition of 
all the ties has been assumed-as 50 per cent of the value new, then every tie renewed 
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should have half the value of the new tie charged to capital. In other words, the 
valuation gives each and every item with a depreciated value, depending upon its age 
and condition; and in renewing that item later, the company should only be obliged 
to renew it out of earnings up to that identical depreciated value. Such a plan would, 
in a few years, more or less depending on circumstances, result in allowing an increase 
of capital precisely equal to the assumed depreciation, since each item when renewed 
new, would involve an increase of capital equal to its depreciation shown in the valu- 
ation and thereafter the operating liability would, be for renewal in full. This would 
bring us back again to the original proposition that no depreciation should be deducted 
from the value new, although if this result should be reached through the process 
described, the stockholders, while the adjustment was taking place, would have been 
penalized by being allowed a fair return, not on their original investment honestly 
made or the true value new, but on a smaller sum. 

One further point should be mentioned. It is often argued that if the value of 
land, in an estimate of reproduction new, is taken at its present value, then inasmuch 
as this value has in all. probability increased or appreciated since the road was built, it 
is also necessary that elements whose value has decreased-or depreciated, should have 
such depreciation deducted. If we allow appreciation of land, it is said, why should 
we not allow depreciation of rails, ties, bridges, etc.? This proposition, however, 
involves the fallacy that the word “appreciation” when applied to increased value of 
land is not the converse of depreciation as applied to rail, ties and bridges. Land has 
appreciated, if it costs more to buy it to-day than it did originally. If rails, ties or 
bridges cost less to buy to-day than they did originally, then in an estimate of the cost 
of reproduction, we would take this lesser cost; we would properly allow this deprecia- 
tion of those elements just as we allow the appreciation of land. But the depreciation 
of rails, ties and bridges, due to wear or the action of the elements is a totally different 
thing, and that is the sense in which the word is generally used. In other words, a false 
antithesis between the words “appreciation” and “depreciation” is the fallacy involved 
in the argument referred to. This fallacy has been the source of much confusion of 
thought on this particular subject. The above is a general discussion of the subject of 
depreciation. In the present valuation, which is simply to ascertain the total present 
normal value of the property, the depreciation stated is the estimated total deprecia- 
tion. It is an undoubted fact that some parts of the Canadian Northern System have 
been allowed to depreciate unduly, and to a considerable extent. 


DEFICIENCY OF EARNINGS. : 

If the original cost of a property, as of to-day, is being estimated as a basis for 
the valuation, it is evident that every element of such cost must be included; not only 
the first cost when the property was built, but any subsequent cost for additions or 
improvements or renewals, cases where elements of the property have been renewed on 
ereater size or capacity or at greater cost than their original cost. This is one of the 
difficulties in the first cost method, since it is frequently difficult and not seldom impos- 
sible to tell from the annual accounts what proportion of annual expenditures should 
be charged to maintenance, and what proportion to improvements or capital. In 
addition, it is generally recognized that any deficiency below a fair rate of return in 
any one year on the original cost up to that year which the stockholders have suffered 
should be added at the end of that year to the cost of the property. In other words, an 
investor expects to receive, and is entitled to receive, a fair return from the outset. If 
there-is doubt as to whether the property can earn such a rate, then the investor will 
demand a correspondingly larger inducement, in the way of larger bond interest, greater 
discount on bonds, a stock bonus, preferred stock bearing a high interest return, or 
by some other means. 
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Of course if what is assumed as a fair rate of return is taken high enough, 
deficiency in earnings ought not to be included in the value; but assuming that a fair 
rate of return is based upon present condition and a fairly prosperous concern, it is — 
unquestionably fair to capitalize a deficiency of returns if it has existed at any period — 
during the history of the company. It would be entirely unfair, for instance, in the — 
case of a company, properly financed, and which for many years had never paid a divi- 
dend until, during a period of a few years of exceptional prosperity, it managed to pay 
5 per cent, to allow it to earn thereafter, only 5 or 6 per cent on its original cost with- 
out regard for the many years during which its stockholders received nothing. 

Similar considerations apply if the valuation is made on the basis of the cost of 
reproduction new, except that if the property is reproduced to-day, it must be assumed 
to find the conditions of to-day awaiting it. If the traffic of to-day is such as to enable ~ 
the company to earn a fair return on its true value, then no allowances should be made 
for any deficiency in earnings during the early years, although such deficiency may 
have actually existed during the early history of the company. To make such allow- 
ances would be confusing original cost with cost of reproduction. On the other hand, 
if conditions to-day do not allow the company to earn a fair return, then an estimate of 
the cost of reproduction new made to-day should be increased year by year hereafter 
by the amount of such deficiency, in estimating allowable returns or capital. 

This consideration, which is usually neglected in discussions of this subject, — 
affords another justification for estimating real estate at its cost of reproduction-at the 
present time, this being strictly interpreted to mean the amount which the company 
would be obliged to pay for the property if purchased to-day. It is another instance of 
the necessity of adhering, in valuation, to one basis or the other, either the original 
cost, or the cost of reproduction; and another reason for questioning the soundness 
of the decision of the court in the Minnesota Rate Case. 

In the present valuation, therefore, nothing has been allowed for any deficiency ~ 
in earnings. — 


Respectfully submitted, 
GEORGE F. SWAIN. 


II—GRAND TRUNK PACIFIC: 


The method employed in conducting the work with relation to this system was the 
same as has been already described with reference to the Canadian Northern System, - 
except that for the entire main line of the Grand Trunk Pacific we have used the 
actual quantities for grading and bridging as approved by the Dominion Govern- 
ment. The Dominion subsidy, however, only covers the main line, and: the Dominion 
Government had not, therefore, approved the estimate of quantities for branch lines. 
For branch lines, therefore, we used the results of our own inspection, as well as for 
many items on the main line. | . 

It is convenient to divide the Grand Trunk Pacific into two sections, namely the | 
Prairie Section, including the main line and branches east of Wolf creek, and the _ 
Mountain Section west of Wolf creek. 

Table I shows in the last column the result of our valuation of the Prairie Divi- 
sion, main line only. ; 

In the first column the cost is given, based on the statement from the company, 
certified to the Government for the main line. 

Table II gives similar information for the Mountain Division. 
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The first column gives incomplete cost figurés as submitted by the railway com- 
pany, in response to the request of the Commission; the second column gives the result 
of our valuation. 

'The third column gives the same as the second, some items being combined in this 
column. 

The fourth column gives the cost based upon figures certified to the Government 
by the company. 


Taste I.—Grand Trunk Pacific Railway, Prairie Section—Main Line Only. 
Comparison of Valuation and Cost. 


From 
Government 
Description of Account. GalP,. Valuation. 
Statement. 
$ $ 
Right of way and realestate . .. . .... ©. «see a pr eS Caen aa i Be 807,331 3,705,874 
Grading ands tinnels 5 5 oss apes eer seedy je me eee ise ee, See We ela le ews 7,261,350 8,597.102 
Steel bridges on concrete abutments, etC......... cic. eee ee ee cee ee eee 2,139,385 2,016,192 
restless PUG CULVErts Of-LIMm DGTP. a.m mre sla we + ha0 eae Dale eto Cog heres pcs espa me 1,839,805 1,584,571 
PE TOS Meee MEGS bans RCA ge POE iy Rp CAA Yh Brae Rd Es cee Soe ‘Ee Ae ae een Pes 2,490, 405 2, 288,391 
Rails, frogs and awitches and fastenings ss. «2. cis lah oe tea tis ae sie es ee ee §,528, 752 6,071,893 
ParaGie la IN oe tie nh seen etek rake Re ake nalee RR en CE AON aay 836, 250 650,715 
Pra aceite eta Ot yrs ee jem ewan eter mas Meg Meee mg SE eee ee 2,868, 887 2,223,645 
Buildings, water stations, etc......... --..-- i we tes ag MOP RA Pele BG 2,136,828 2,245,481 
Shop machinery and tools... . 2.0.00... cece cece eee ee ten beeen een ees : 204,661 134,655 
Fencing, cattle-guards and snow fences....... 2-1... 5005s e eee ence reece 538,379 529,803 
Telegraph and telephone lines.... ....-.... ---- Dee Se Ow my Rats ere eee aA 436,281 442,958 
Equipment and maintenance of sections. ...........-.+++e+e eee tees e eee 2,644,448 248,537 
CAEVEL FAVS SE CEI mec 2 seca SU alge PRCA Oe Oink, Se i ni NR rears ea er a ner WA Ree aS 446,544 
PIGU RHINE ITE-PUALUS., 220 a. hee teen heel a We gare l ene etme Pence t 50,709 
Interlocking signal apparatus............0.- 2 cece eee cee tee eee ee ees 81,657 101,406 
Grariics OO RNS. gk a ey cue ie hae ee ee ee law ands Ags Rae eat Wig oe sumete see oe 68,105 
TT LSS 676 ats feed ce. ee ge en igen Rye are ao i ee eae ahs erates 92,792 152,000 
Pas MakiMe MACHINE... eco ck vee ks ne ye ne este eb ewe cee Fake 87 
Electric light plant...... TRIES Sikh ith aati PM ese sto ha at awtoe Oh ere ye cate as 36 
Transportation charges..... 2S eke, OL a, ie On Soe Tae. ROE Om ee eat 25 
Construction rolling stock. ...........0.00 cence eee eee eee e renee ee tee 422,617 
at eee et ae aR ists eng SUR eins ene eee y te ask aie ee 43,250 
Dining and sleeping car stock.........- 0.0... e cece ee ver ence teen ee e eee ee 19,104 
Tie stock Rr leeoircery Aim tact A Aen eE Ne Af Dat ot Welans SiP esatacases Nueces tas? 85,892 
Linmber stock 4,.fs-. 2s LE Sat Str Reni Te a ee ne 695 
Telegraph atock~.. ss os. ee eee Oe Ae ENR eR ae ae ER re 29,241 
SPOCALH EET RAO At a I ee gs ST a a ig a a 31,558, 867 31,507,872 
Conbingencies .c:. .. 62-0 vse ae ee eh ee eee eee Rs peers rh hate ta eta Wea as, eb 5 eel ts 834,060 
Legal and engineering expenses.....-.... 66-5 cesses teen cee cere ees 3,460, 300 1,950,528 
Mh Feronh cere ia eke cit As eh ts wiley ae ews > By pg RA a One ee aOR IE, My or foe 8, 237,476 3,140,401 
Remaining overheads. 00.1202. 1 ee cece rece ee ee en ene teen e eae es [ieee nee teens 1,330, 433 
43, 2565643 38,763, 294 
Deduct— 
Telegraph operating profit...........- c.e5 eevee cece ree vee 186,366 
Operating trains profit.... ... ... -..- Ne eee ae gia CPE Silt 5,466,817 
Road stock..... Bh ie ik Re OS ea BARE Re” SE ON pi PR aR eae 116,565 
Station lumber stock.......  .. eee aes Se eet yee Aas eee 02,242 
Mista bee ree or cence Mn worms. ride 0.6 atertese ole ra 9 eat eee 37,424,653 38,763,294 
et 
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TaBLeE IL.—Grand Trunk Pacific Railway, Mountain Division—Comparison Statement. 
Geer. G.T.P 
Cost * Cost 
De-cription of Account. from Valuation. from 
Railway. _| Government. 
$ $ $ $ 
Raigh Pol way eeu ake rie crt Covet eee 282,000 3, 140, 490} | ars: 
deel Cstales sara ste ke oe Meee eS oe Lae Sake ey 1 ee f 4,675,779 _ 311,344 
TACIIG Ene ase es neo oe ee Cras 46,953,334 $1,516,494) 4 
Tunieleic. 2c pA eke ae = 2,509,796] -2,431,978/f  45948,472/ 48,085,575 
pteel bridges eer oh tar. eared ree 7,978,000 6,196,646 6,196,646) - 7,839, 246 
Bridges, trestles and culverts......... re 2,518, 99 2,346,489 2,346,489 2,161,469 
PiGH opel: dha ta Gea Oe Re 1,206,059 1,461,668 1,461,668 1,453,762 
Rae ee, etree ght Seana or aaee re 4 442 016 4,924, 480 | 
Hroge and: switches. 2.45. t... 1s. 2s neva <i 73,028 75,086 5,786,868 5,568,379 | 
diback fasteninge ino oer sg to pk een sae soe 787,302 
(pallant =. cue, atta cs. seers, hee eet 1,500,845 1,505, 298 1,505, 298 3,129,050 
Track-laying and surfacing..... ........... 2,382,611 664,011 - 664,011 753,750 
encitig ss tin Se Te ae SS Pie eee 37,119 89, 457 84,457 433, 172 
Crossings and-signsacaan (ues hes. eee he 12,005 21,149 21,149 
Telegraph and telephone lines........ ..... 492,543 394, 443 394,443 503,031 
Interlocking and signal apparatus .......... Pamabnnkip Roeper Meee cake oe head ott eae eae eee 57 
Shop machinery.......... vs teis eden ine en ees \ 1.110.908 { 100,500 100,500 100,703 
SHOPS sts fears The W apptrien s bing Seeing Chiat RR Shs MB eae 649,115 
Water sta tionsiee., ois ace rs Oke aries ee 380, 442 331,090 | 
Station buildings and fixtures.......... ; \ 405.655 { 470,655 
Storage warehouses.... .6..0...4.000- 0005 2 32,616 1,884, 190 1,811,042 — 
Miscellaneous structures......00 «0.0.2.2... 110,689 173,206 
PLOWS DEC Tenet onc cde pee ie Se Rk : 188, 481 227,508 
PICU RCA LION rte oooh ia a ersha te ORO Meee 164,303 210,600 210,600 156,721 
Docks and: wharves. ot ost ee 222,711 130,333 130,383 222,013 
Roadway vooletiens.: 2. caceo the eS Bet WES | A ; 
Maintenance during construction.......... | pee 22 228,465 228,405 1,502,453 
pola ncatian and-adaptatione ts... te ce eae ee. 813,689 813,689 
RLOUPIIING Ares pars oe tac rkes ees cc eta 1] aoe oe nen, nee aah saetaetic ee nae | sos destecere care 633 
ebranster DOAta NG Barges ce Sd 0k cakes de omen eae ees cd ow eee ea nee 36,132 
Wiorl, west of Prince,Kupert, dock 24>.) taacdte<as 20: tae ile a ee oe 620,771 
Construction rolling Stock. 81366 .s45 cee cas ee ae ey ee an ae ee *2,642,304 
Operating traing loss e287 1p ac ets oak Mek eee re ee] ee a es 913,986 
Operating: Doats-and “barges loss-22. 50: carlo thas bee hk ee ee ee ee 17,49 if 9 
Dining and-eleeping car stock i Ser okt w Ph, ee ah eed, ye ee 748 
Tie stock tg Pee NIE ow Ra a Vine we sed Kup a eregehn Ree eels clk otccd eR Se nae amen 43,619 
Velegraphistock (Calta. bo aldiaa ih wc eal Ca ee ee | ete Te en ee ee ee 12,316 
General stores. 25 6.4.20 on. etary, Ser Ler, Wa a ee Be WOK oe rs tls a ie rag a we 13 
LORE err tn crete Dea e ekion 72,971,632 70, 458, 057 70,458,057 78,269,721 
Interest....... PEM se Ri TAGES Vesta See Ree eae ors 8,767,204 8,767,204 9,852,672 
Legal and engineering expenses ............]..... 02.0000. 3,946, 987 3, 946, 987 5,355,470 
Contingencies: toe te ya na ee Seghia sg Sey ules 1,315,646 1,315,646 
Retraining overheads 205 o t. Aaeer ees HORE Aree 3,569, 608 3,569, 608 
Total (carried forward)... ... 72,971,632 88,057,502 88,0 7,502 93,507,863 
Deduct oa MR eto a ee a ten a, 
‘Lalegrapar Operatiniespronite 7, %q om tell. ieee ann ee aa ee eet oe ee eee 38,522 
Wharfage.and warehouse operating profit}; . . ........|..... cs eeesekeeces cece ae 67,351 
PROBL BOO CTE Senne Pitot, oth Ge teen oe tae Ae ee nN a eine a eee Scenes 5 ee ra 35,887 
Brel stage eo tart onan Se Eee fe Uta aig slabie, The Beh Shane race Omaietae 6 | ty ale Ree ae mn 12,697 
sum ber stdeks 7s e055 hors aac aet SEY take Sree ee ak See eine ae a okt ees Poteet 43,222 
INGE COREG «antecedigs on Bayes oe 72,971,632 88,057,002 88,057,502 93,307, 184 


* This total includes the sum of $2,642,304 for “construction rolling stock,’”’ which probably 
represents equipment furnished by the Company to be used in construction. Our estimate 
includes no such item because the prices that we have assumed have been based upon the con-- 
tractor furnishing his own equipment, so that our total is properly comparable with that of the 
company in column 4. Much of this “ construction rolling stock” is still on hand, and I under- 
stand that Sir Collingwood Schreiber has approved but one-half of the original item, which 


would amount to crediting the company with this rolling stock at a depreciated value of 50 per 
cent. 


- 
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as Taste 11]—Grand Trunk Pacific Railway, Prairie Se¢tion. 


VALUATION SUM MARY. 
3 


re ee ee 


MEASURABLE QUANTITIES. | INCLUDING OVERHEADS. 


Rate per Rate per 
Amount Mile. _ Amount. Mile. 
$. $ $ $ 

Winnipeg —Melville................. bs ravens 8,560,389 20,573 10,614,582 37,910 
Melville—Biggar. 202 0%. .56- sere ted e ee eae’ 7,604,070 3u,674 9,429,047 38,020 
Pie Aa EAMIONCON Kas ca). os ste sees eek oe a 8,361,861 32,0061 10,368,707 39.681 
ecwonton——W OllOreek;...... Sta 2s Sais ee eee 3,949,082 33,523 4,896,862 41,569 
a otal excluding Edmonton... via. ss os oe oe ees 28,475,402 31,390 35,309,498 38,926 
PEITIMID COT POLININALG <5 ote” cS icvtgqcstese oom eral es WO Oe 8082.45 Oe oe, wort. 3,453,796 

: WEAR se ck edit Msi ree ae oie a 31,507,872 34, 287 38,763,294 42,184 
U nearned increment on Jand............ Fo EO BUS DASE ete cease 3,362,698 
Total exclusive of unearned increment on land.. 28, 609,329 31,136 35,400,596 38,527 


aCe we ete eA Secs ei Pee, eee ee 


OVERHEADS INCLUDED. 


Comm. G.T.R 


Statement. | Statement. Difference. 
Grand total, including unearned increment on land..... .......-- 38,763,294] 37,424,655|}+ 1,338,641 
Grand total, excluding unearned increment on land.............. 35,400,596| 37,424,653) — 2,024,057 


feed re ee Pe es ee ee ee ee 


LAND AND INTEREST SUMMARY. 


fee bo SS SS an a a SLR 
| 


| 


REMAINING 


‘TERE 
INTEREST ON OVERHEADS ON 


arts Con- 
Subdivision. Eee ee Tanda 
Con- Con- 
struction. Land. struction. Land. 

$ $ $ $ $ $ 
Winnipeg—Melville ........-...-...- 7,924,409 635,980 792,441 114,476] 1,109,417 38, 159 
Melville—Biggar.......... er tte ss 7,205, 220 398,850 720,522 71,793} 1,008,731 23,931 
Biggar—Edmonton Hh Be, SEBO Foci ee AAR ery 7,961,461 400, 400 796, 146 72,072) 1,114,604 24,024 
Edmonton—Wolf Creek..........---- 3,833,362 115,720 383, 336 20,830 536,67 1 6,943 


Total excluding Edmonton Terminals. .| 26,924,452) 1,550,950 2,692,445 279,171| 3,769,423 93,057 
Edmonton Terminals. ........-...-+:: 877,546] 2,154,924 39,490 129,295 144,795 107,746 


Total including Edmonton Terminala. .| 27,801,998} 3,705,874) 2,731,935 408,466) 3,914,218 200,803 
Unearned increment on land .... ....|-+--+.+--- 2 SOS GAB ee pees S19 228). os ete 144,927 


Total less unearned increment on land.} 27,801,998 807,331} 2,731,935 89,238) 3,914,218) 55,876 


pepe rere ee 


_ 
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Taste III.—Grand Trunk Pacific Railway, Prairie Section—Concluded. 


Total construction 
ED GUA UM ATIO 2s aticeay te Be.) Se ee 
Construction plus land 
Interest on construction 
Interest on land . 


eer eee ec oe ee tore rer - eee 


SES) 1618 (0) 6.0 i=: Giese Creuse ae). 0 a 6.0.) 2 ee oe 


Interest on construction and land......... ..... 
Remaining overheads on construction...... .... 
Remaining overheads on land 


Ste eee Le | eer em) tere fay ian 


Remaining overheads on construction, plus lawd. 


Grand: Lota ls ioe eee oe z 


©) 80, \@ fe \o “Wee a ee 8 6 ¢ 6 6 0 0 0 ee alee a& 0 O48 


459.08 01.8) 0,8 50 eGo. 0 6 (6) 0) 06 loo ene ais 


UNEARNED INCREMENT OF LAND. 


a rs iC 


Excluded. Included. 
cS ios g $ $ 
... | 27,801,998 27,801,998 
ae 807,331 3,705,874 
en Beg t ears 28,609,329|............} 31,507,872 
ee 212,791,935 9,731,935 
ke 89,238 408,466 
rain Dats Mirae 2 91 173) ce ariag aan 
ee uns O14 ie 3,914,218 
Pine 55,876 900,803 
fat de AARON OR ah 3°970,0. 4s ee 4,115,021 
pO ar | hes awetige ie 35,400,596 38,763,294 


TABLE 1V.—Grand Trunk Pacific Railway, Mountain Section. 


VALUATION SUMMARY. 


Subdivision. 


a a ee ef 


Wolf Creek=< J aS Per. w.2a.. nei at ean ohne. oe 
Jasper—McBride ... ; Mich Me Cee ee Ree 
McBride—Prince George. Sp. cnatiartia ee eatin ooce 
Prince. George—Pudako 7, mo ait sce etees - 
Hndako-Smithers ost e005) 2 528 os te ee , 
MI theres ClUGe or es Day ee, eae ce ete eg 
Pacific—Prince Rupert. . 

Total excluding Prince Rupert Terminals.. .... 
Prince: Rupert terminals..... ....... LR ae Bean 


Total including Prince Rupert Terminals....... 
Unearned increment on land 


eee ee eee eet oes 


Total exclusive of unearned increment cn land 


4 
MEASURABLE QUANTITIES. 


Rate Rate 
Amount. per Mile. Amount. per Mile 
$ $ $ $ 
6,592,409 58,966 8,309,070 74,321 
8°719,668 $0,217; 10,9897.825] 161,084 
14,611,219] 100,146] “18,414,206 «196/211 
8,077,981 70.182] 10,181°097 88,455 
3,785,111 46,981 7.293, 193 58,345 
10,012,541 93,575] 19°618744| —-117,932 
11,957,801 95,406}  14,2031444 120,368 
65,056,820 78,243, 82,007,509 98,626 
5401, 237| ee oe 6,049,493 
70,458,057 84,634] 88,057,502] 103,775 
AAG ASE. Ooh 4,767,086 
66,093,622 79,802] 83,290,416 100,048 = 


INCLUDING OVERHEADS. 
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TABLE | V.—Grand Trunk Pacific Railway, Mountain Section—Continued. 


2 Overheads 
Included. 


Prince Rupert Terr Pais OXCMUISI VO Ol Land cose cutee ce ee alae le es a ae PE asl Oban sr iyha 2,045,495 
Prince Rupert Terminals, TCL ek hora sa Sect ee kpc nhs SS Lede ee a heca a ecaeh Oe wtrelg tea a oes oueae hot 4,004, 498 
Ns ————————— 


6,049,993 


——— Comm. G.T.P 


Estimate. |-Estimate. | Difference. 


$ $ $ 
Grand total, including Prince Rupert Terminals, with their land.| 88,057,502; 93,307,184] — 5,249,682 


Grand total, including . Prince Rupert Terminals without their 


land ($88, O51 002 = BE, 004,498 jess ess of aaa ewe oes youn ws 84,053,004] 93,307,184) — 9,254,180 
Grand total, excluding unearned increment on land........ .. ..| 83,290,416] 93,307,184] — 10,016,768 


LAND AND INTEREST SUMMARY. 


INTEREST ON REMAINING OvER- 
Construc- Tard HEADS ON 
Subdivision. tion. soe taste Constrve:| eee Pat ates Siem 
onstruc onstruc- 
tion Land. tion. Land. 
$ $ $ $ 3 $ 

Wolf Creek—Jasper.......... Re he) Smee hae 6,526,554 65,855 848,452) 15,805 848,452 3,952 
Jasper—McBride....... 2) OR Hana eee eo 8,693,568 26,100) 1,130,164 6,264} 1,180,163 1,566 
McBride—Prince George... .............. 14,509, 441 101,778! 1,886,227; 24,427) 1,856,227 6,166 
Prince George—Endako............ 0.6... $, 006,961 71,020} 1,040,905} 17,045] 1,040,905 4,261 
Endako—Smithers............. pe, See ol 5,688,056 97,055 739,448} 23,293 739,448 5,823 
Smithers Eb ACiNC oe og sod See 8h Pe dies Be aa 9,938,971 73,570} 1,292,066] 17,657} 1,292,066 4,414 
Pacitie— Prince Ruperts. i. as. dese ewes 10, eee 318 462,573] 1,403,391) 111,017} 1,403,391} 27,754 


Totals excluding Prince Rupert 'Terminals.| 64, 64,158, 869} 897,951} 8,340,653) 215,508} 8,340,652} 53,876 
Prince Rupert Verminale). 50. 2. i °623, 409| 3,777,828 2113048 he bros 211,043) 226,670 


Totals including Prince Rupert Terminals..| 65,782,278] 4,675,779) 8,551,696] 215,508) 8,551,695} 250,546 
Unearned increment on land..............]..-- Been 4384543865) 22 arate LAO TSDisE Sea ree 261,866 


Totals, less unearned increment on land. ..| 65,782,278 311,344 344| 8,553,696) 74,723) 8,551,695) 18,680 
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‘TABLE 1V.—Grand ‘Trunk Pacific Railway, Mountain Section—Concluded. 


UNEARNED INCREMENT. 


— a 


Excluded. Included. 
g $ $ $ 

Toti#l construction....... ..... EBs sce nt ee Wino g ain ine oe es 65,782,278 65,782,278 
LAAN oasis OE RACER Ei eS ae 311,344 | 4,675,779 
Construction pluslands® o¢ reso fs. wort aces Me ee ek ee ee 66;093,022))2 ease 70, 458,057 a 
Interest On-construction <2... Socisste sche oak eee ees ‘ 8,551,696 8,551,696 
Jnterest-oncland © i320. see SIE SANA ODE me ee oes Eacey 74,723 215,5v8 
interest on.conrtructionsand landa.t.. ve ce se eee se ee eee ee 8,626, 419) if eee ataee 8,767,204 
Remaining overheads on construction........ 0.2... .....ee- 8,551,695 8,551,695 
Remaining overheads on Jandee ance vis, eco teas saee 18,680 "280, 546 
Remaining overheads on construction and land ...... Bea Oh nese tate 3,0; O.a4 Diane «au 8,832,241 

(Feand totale cise een eal tyler eae Aiea 83, 290, 416 88,057,502 


TABLE V.—Grand Trunk Pacific Railway, Prairie Section. 


ESTIMATE COMPARISONS. 


Comm. OF INQUIRY 
N 
G.T.P. Estimate. ESTIMATE. 


Without | Including} Without 
Land. Land. Land. 


Including Land. 


$ $ $ $ $ 
Construction ‘cost sisi... see URE core .. . .+..{ 81,558,867] 30,751,536] 31,507,872] 27,801,998 
Overheads, less interests sees see ie paneer oa toe 3,460,300) 3,460,300} 4,115,021} 3,914,218 — 
Tutslrexcluding interests... 0 4222.0 ie eee 35,019,167| 34,211,836] 35,622,893] 31,716,216 
ENGONCBE ROS Kae wek pice ere ad ae ede PRL cee Sol Pe QO ACOLe 8, 092 362 3 140, 401). 2, 731, 935 
neers including interest and overheads.......... |.........- 43,256, 643 42,304,198] 38, 763,294} 34, 448, 11 E 
Deduct— 
Telegraph operating profit..........0 ....... 186,366 
Drain operating prolit fi. c2scs cae eee aie ne 5,466,817 
Road stocker Gis aha ee eee 116,565 
Stationdomber stocky... Ria, Ak LOPS. 62,242 : 
Votaldeductiones:< eG.ate es aa ulics hee el Oe ene 5,531,990} 5,831,990 a 
DOtRLS AE Sd Ait ae er he are este a ape ... .-.. | 37,424,653) 36,472,208] 38,763,294] 34,448,151 { 


*NorTe.—Interest amounts in ‘* Without Land” column ‘‘G.T.P. Statement” are not exact, but 
proportioned. 


— -_ 
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TABLE VI.—Grand Trunk Pacifie Railway, Mountain Section. - 


ESTIMATE COMPARISONS. 


Comm: OF INQUIRY. 
G.T.P. Estimate. ESTIMATE. 


Including Land. | Without Including} Without 
Land. Land. Land. 


$ $ $ $ $ 
WOUNELUCLIGINGORE ts oles. is sk cae oeet oniws tees ea 78,269,721] 77,958,377] 70,458,057 65,782,278 
LEGA WEL Tt Oc LN aS SRE Si Se nt e aine My Aa RS | 9,882,672) *9,307,950| 8,767.204| 8,551,696 
PVOLORINING OVETHCACS 4.5 6:5 «505 Moves fee Wats s Se Pee Rare 5,355,470} *5,336,789] 8,832,241] 8,551,695 
EEE DO ee ots Se Aap + Oe gr ce aa) eco aura ei See ae 93,507,863} 93,103,116] 88,057,502 82,885,669 
Deduct— 
Telegraph operating profit............ aan tee 38,522 
co Wharfage and warehouse profit....... ..... 67,351 
WVGacistec kite ote 4 baa ee. Sok SPOR ARS Ritter 38,887 
OL SEOUI A Meee Ta eee AC ok el cece 12,697 
dun DET SbOCK Inf. ak ee ak se oo eae = rake 43,222 
otaledednctions..( 229. 5 Se. 2 le Be ie Gata ea apie ey coho 200 679 200,679 
Net cost ...... Beas pA Pe ee . +e eee | 93,807,184} 92,902,437) 88,057,502] 82,885,669 
| 


*Notg.—In the G.T.P. “Without Land” column, the reduced interest and overhead is not exact, 
but arrived at by deducting, from the known total interest and remaining overheads, 24 per cent and 6 
per cent, respectively, on thelJand deducted. 


TABLE VIJ.—Grand Trunk Pacifie Railway. 
CONSOLIDATED STATEMENT. 


Construc-| Land Other Repro- 
Line. Mileage. tion Cost. Interest. Over- | duction. 
4 Items. heads, Cost. 
’ Main Lines.—Prairie Section. $ $ $ $ 3 $ 
| Winnipeg—Melville ..  ........... .280°00} 7,924,409 635,980; 906,917) 1,147,576) 10,614,882 
Melville— Biggar........ ... ........ 248°00| 7,205,220) 398,850 792,315) 1,032,662) 9,429,047 
| Biggar—Edmonton.......... ....... 261°30| 7,961,461 400,400 868,218} 1,138,628] 10,368,707 
Edmonton Terminals.:.............. 11°76 877,546) 2,154,924 168,785 252,541} 3,453,796 
| Edmonton—Wojf Creek............. 117°80) 3,833,362 115,720 404,166 543,614} 4,896,862 
| Total Prairie main line........... 918°86) 27,801,998} 3,705,874} 3,140,401} 4,115,021) 38,763,294 
Main Lines—Mountain Section. 
Wolf Creek—Jasper .... .....-.... 111°80} 6,526,554 65,855 864,257 852,404! 8,309,070 
Jasper—McBride......:......-...5 - 108°70} 8,693,568 26,100} 1,186,428] 1,131,729] 10,987,825 
McBride—Prince George.... ....... 145 90] 14,509, 441 101,778} 1,910,654] 1,892,333] 18,414,206 
Prince George—Endako.... ......... 115°10) 8,006,961 71,020} 1,057,950) 1,045,166) 10,181,097 
Endako—Smithers .........-...2...-. 125°00) 5,688,056 97,055 762,741 745,271) 7,293,123 
Smithers—Pacific...............0... 107°00) 9,938,971 73,570} 1,309,723] 1,296,480] 12,618,744 
Pacific—Prince Rupert...,......... 118-00} 10,795,318 462,573} 1,514,408) 1,431,145) 14,203,444 
_ Prince Rupert Terminals........ ate 1°00} 1,623,409} 3,777,828 211,043 437,713) 6,049,993 


Total Mountain main line........ 832° 50] 65,782,278) 4,675,779] 8,767,204) 8,832,241) 88,057,502 
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“ Taste VIII.—Grand Trunk Pacific Railway. | 


- CONSOLIDATED STATEMENT. 


CE ee ee eee ee ee Se eee ‘a 


Construc- Other Repro- | 
Line. Mileage. tion Land | Interest. Over- | duction. 
Items. Cost. heads. Cost. 


2 Branch Lines Co. : = $ $ $ $ +) F 


Harte Brandan: soy fees o1-9| 194,277/ 96,511; 14,533) 32,024} 337,845 
el ville=zCanoracts ci aan es ee 4-6} 904.079 59,921} 44,279] © 129,566] 1,137,845 


Melville—Regina........... SM 5 are 212°0} 4,188,850} 1,246,034 263,260 648,740} 6,346,884 — 
Regina—Northgate.... .....s0..0. 155°1| 2,324,236 145,095 113,297 332,647| 2,915,275 
Young— Prince Albert............... 111°3} 1,780,628 196,145 91,897 259,094| 2,327,764 
BiggareOVErna viyitn'. shan ce hate oar 103°6} 1,603,529 85,000 rw ey 55!) 228,744| 1,994,532 | 
Oban—Battleford—Carruthers. ..... 97°8| 1,825,632 87,391 87,397 259,958] 2,260,378 — 
Tofield —Calgary-iu wnt oboe ek 201°2| 4,696,589} 1,052,396 274,490 710,142 ote a 4 
‘Alberta Goal Branch’) 37s s. 6 Seas 56°7| 2,381,958 12,757 105,703 327,112] 2,777,530 
Total Branch Lines Co........... 1,014°2) 19,849,778) 2, 9,981, 250) 1,072,115) 2, "2.998, 027| 26,831, 170 
Saskatchewan Railway. 3 : 
Weyburn branch.... ....... isi ede a 14 ON 177, 90k 31,075 9,873| 26,468} 245,373 — 
Summary. . ; 
IV AA tne PW AATICS Scr oe Ge wtesre sa 918°86} 27,801,998] 3,705,874] 3,140,401} 4,115,021 38,763,294 - 
Main cline, Moumntaiiy 05 easier. 83250} 65, 782, 278 4, 675,779 8, 767, 204| 8,832,241} 88,057,502 
Branch isities: 0; 00s at pias pags Oe 1,014°20 19, 849, 778| 2,981,250 L 072,115 2, 928,027 26, 831,170 
Saskatchewan Railway..... Pea 14°90) = 177,957 31,075 9,873 26,467 "545, 373 | 


————— —_—_ | -_—_—_—_—— ———— 


52. ,780° 780° 46 113,612,011) 11,393,978] 12,989, 595] 15, 15,901, 756|153,897, 339 


GRAND TRUNK PACIFIC RAILWAY. 
+ In British Columbia. 


OVERHEAD CHARGES. 
Total without 


r overheads=1. 
A. On all items except land— Total. 
(a) Contingencies, 2 p.c. . Sealf oS RICTEE ocak Ghewaek lege MONS EES Ze Cie saath o Rt sie 1°02 
(b) Engineering, 5 p.c. on 1°02 el ie ee Sa ke nai aicteghiar ck ballapewace arene tae eetoke eee a WU fa fore, Sor 
wiley, Legal, ete,» 4 D.C. on 1:02 see. I SRE pop Se ety ag sacs 1°0787 
- (d) Administration, Sip.c.. on 15 0275 Bape Cig ete, ahs a te ties ee gig eee Ere Reed RE Soe 1°0864 
(e) Taxes, om DiCins scien ‘ at ped oA. 
(f) Interest, 4-year period “equals average "9 years, 12 ‘p.c. “on 1 0914 1°2224 
(g) Commissions, 3 p.c. on 1°2224 .. .. preg etaae ees ate hiate r°2591 
Say, 26 p.c. si 
B. On land— 
(a). Administration, 2° D.C. - 0%. 4 eens women © sues whe oot re eee og 1°0075 " 
(bo). Faxes, 1. p.c>. Renae tte te vee ci.s wor heetble te 1°0175 a 
(c) Interest, 4-year period, 24 p.c. on “4: 0175 stays Seeds eh. > a eae eaaae 1°2617 
(d) Commissions, 3 p.c. on 1°2617. iran ta Groce athena phe werent tsk co Pee a 


Say, 30 p.c. 
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GRAND TRUNK PACIFIC RAILWAY. 


Prairie Section, Main Line. 


OVERHEAD CHARGES. 
Total without 
overheads=1. 
A. On all items except lands— Total. 


(a) Contingencies, 3 p.c... . Alar TC ree ae 2h aI th Sat eee be ee 1203 

(6) Engineering, 5 p.c. on bs 03. 1°0815 
(e) Legal, ete., 1 p.c. on.1°03.. aval PO Ge Ra ROTR ead GD LANG odd CE oe ESAS Dery gt Teese De OOS 
(dad) Administration, Ap. Ce on 1°04. Fare RO AE ane ee RRO ane BORON AE 1°1022 
Ce ee DAMES ES ch yarn CTU Gaceetay ote $ 1°1072 
Cy) Interest, 3-year period, average 14 year ‘at. 6 D. CG: ‘équals 9 'p.c, 


Ole LOO Ara se-5, sss Z Rear nce Cinescore 1°2069 
(g) Commission, 3 p.c. on ‘all previous 1° 2069. 1°2431 
Say, 24.p.c. 
B. On land— 
(a) Administration, etc., 1 p.c... .. TRU he eat te Margin ee aor OL ees 1°01 
(6) Taxes, 3 years.at 3 p.c. equals 12 p.c.. A Be ety eee ie 17025 
(c) Interest, 3 years at 6 p.c. equals 18 p.c. on 1 025.. ec mea ie 1°2095 
(ad) Commissions, 3 p.c. on 1°2095.. Eke A tap 1°2458 


Say, 24 p.c. 


A large part of the difference between the results of our valuation and the cost 
| figures, either those received direct from the company or those certified to the Gov- 
_ ernment, arise from the higher valuation which we have assigned to real estate or 
right of way, and especially to the terminals at Prince Rupert. 
| These terminals originally cost little or nothing; at the present ‘time, however, 
/.on the basis of the assessed valuation, which is the basis of our figures, the real value 
| is large.’ 

This is a case in which, if the railway were removed, those ‘lands would appar- 
| ently return to their original value; that is to say, they owe their present value prac- 
| tically'entirely to the presence of the railway. 

It might perhaps fairly be said, therefore, that in estimating the cost to repro- 
duce the property, inasmuch as if the railway were-removed these terminals would 
be of ‘little or no value, they should be given a small value in the estimate; however, 
we assigned to them a value based upon the assessed value of adjoining Dtanerey per 
square foot or per acre. 

In order, therefore, to compare properly our valuation with the estimate of cost, 
the unearned increment of ‘these and other lands should be deducted. .This has been 
done in table III and in table IV. 

Table III gives a summary by subdivisions of the Prairie section of the estimated 
- cost of construction and of land, with interest on construction items and on land, and 
remaining overheads allowed on construction and’‘on land. 

For the estimate in the last line of the table proper, the so-called unearned incre- 
ment on land, together with interest and other ‘overheads pertaining to land, have 
been excluded. 

The unearned increment on land _is the ‘difference between our estimate, namely, 
$3,705,874, and. the cost of right of way and real estate, namely, $807,381. 
| The other entries in this line are ‘the interest on this unearned increment, and 
- the other overheads, using the same percentages that have been used throughout our 
. estimate for this system. 

At the bottom of table IIT is given a summary which shows that our total esti- 
mate, excluding unearned increment, that is to say, putting in the right of way and 
other real estate at cost, is $35,400,596, which compares with a total of $37,424,653, 
based on the Grand Trunk Pacific statement submitted to the Government. In other 

words, our estimate of the cost to reproduce the Prairie section main.line of the Grand 
_ Trunk Pacific using, however, the cost peur for real estate, is about $2, O00: 000 less 
than the actual cost. 
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In a similar manner table IV summarizes the figures for the ‘Mountain section — 
of the Grand Trunk Pacific, as shown in table II, which shows that our total estimate, — 
excluding unearned ‘increment as in table III, is $83,290,416, which compares with — 
a total of $93,307,184, based on the Grand Trunk Pacific statement submitted to the — 
Government. : 

In order to compare these figures, however, it is further proposed to eliminate — 
the interest charges, ‘which are quite different in the cost estimate and in our own ~ 
valuation. The comparison is made in tables V and VI. The former in the Prairie | j 
section, the latter in the Mountain section. f 

Taking up table V, line 1 shows the construction cost from table I, first includ- — 
ing the land,'and second, omitting the land. Our estimate including the land but not — 
the interest is $35,622,893. Our allowance for interest is $3,140,401. Our total, includ- — 
ing interest and all reeds is $38,763,294, agreeing with table I. 

The Government figures, however, have offset against interest paid, receipts from — 
operation of trains, from telegraph and certain items of stock as shown, while our 4 
estimate has taken account of none of these items. 

Leaving out the land, it will be seen that our total figure for the Prairie section q 
is about $2,000,000 less than the Grand Trunk Pacific figure after the deduction above 4 
referred to has been made, while including land (and its unearned increment) we are ~ 
$1,300,000 above the company’s figure. 

Table VI makes similar comparison for the Mountain section, which shows our 
total, excluding land but including interest and other overheads, is about $10, 200,000 — 
Jess than the estimate of the company, while after making the company’s deductions ~ 
for receipts and stock our estimate is about $10,000,000 less than the company’s. E 

If our figures are correct, therefore, the Grand Trunk Pacific system should have q 
been built for nearly $12,000,000 less than it actually cost. og 

Just why there should have been this excess of cost is not a me to explain, — 
although it would appear that some of the prices paid were higher than should have ~ 
been paid. 

It will be observed that our estimate of the cost of reprodee of the Prairie 
section of the Grand Trunk ‘Pacific, excluding the unearned increment on land, is © 
about $38,500 per mile, including all overheads. This is considerably larger than our — 
estimate for the Canadian Northern Prairie lines. 

The reason for the difference lies partly in the character of the country through J 
which the Grand Trunk‘ Pacific passes, which is less favourable for construction than — 
that through which the other line passes, and partly also in the fact that the gradients _ 
on the Grand Trunk Pacific are lower than those’of the Canadian Northern Railway. © 
Tf the Grand Trunk Pacific had been built with a more undulating gradient, the quan- 
tity and cost of grading would have been considerably reduced, and also the cost of © ; 
bridges, and especially of timber trestles, of which this line has a large number of j 
costly ones. ; | 

On the whole also, the Peewie econen of the Grand Trunk Pacific is more sub- _ 
stantially constructed in many ways than the Canadian Northern; it has in general — 
more ballast, better ties, and wider shoulders to the banks than the Canadian Northern, 4 
and I should expect for this reason alone a considerable ‘difference in cost. I may say, — 
however, that it seems to me, after riding through the territory covered by these lines, — 
that the Grand Trunk Pacific was a more expensive line than was justified by the © 
traffic, and that a more undulating gradient with a smaller first cost, would have pro-— 
duced economically just as good results. 

On the Mountain section considered as a whole, however, the Canadian Northern — 
line is not inferior to the Grand Trunk Pacific, but in some respects superior; its — 
rendbed is good, its grades are easy, and it is in every way well constructed. | / 
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Between Edmonton and Resplendent the two lines are closely parallel, and here 
the Grand Trunk Pacific is on the whole the more substantially constructed line, and — 
the more economical to operate. Its grades are lighter, it has less rise and fall, and 


less curvature, avoiding one summit which occurs on the Canadian Northern east of 


Jasper. On the whole, the Grand Trunk Pacific is, between these two points, the 
better line, although it has longer and higher trestles, and experiences considerable 
trouble each year where it passes along Brulé lake, near Jasper, on account of the 
drifting of sand from the river-bed, which completely covers the tracks and requires 
considerable expense for removal. The Canadian Northern line is, at this point, on 
the opposite side of the river, and the prevailing winds are in its favour, blowing the 
sand away rather than upon its tracks. 

West of Resplendent the two lines diverge, the Canadian Northern following the 
North Thompson river southward, and the Grand Trunk Pacific following the Fraser 
river in a northwesterly direction. The two lines thus pass through essentially different 
country, and cannot fairly be directly compared. The eharacter of the country tra- 
versed by the Canadian Northern is the more favourable, and the portion of the Cana- 
dian Northern from Resplendent to the coast is the best part of that line. The grades 
are easy and the road-bed and structures substantial. The Grand Trunk Pacific west 
of Resplendent passes through some very soft ground, as far west as Hazelton. This 
material has been a serious source of expense to the Grand Trunk Pacific, and will 
continue to be for some years to come. Not only was it necessary to change the 
original location in many instances, but in many cases almost an entire hillside was put 
in motion by the construction of the road, filling up ditches and cuts and moving 
embankments, requiring heavy expense for excavation, subsequent to the opening of | 
the line. The movement has not stopped, and there will continue to be heavy expense 
for some time to come. Here again the general limits adopted for grades and curves 
probably greatly increased the expense. Had an undulating grade been adopted, with — 
more curvature, the line would have cost much less. - 

The Grand Trunk Pacific line is located generally on the south side of the rivers 
which it follows between Yellowhead pass and Hazelton. South of the line there is a 
range of hills and as the line is on the south side of the rivers it is not exposed to the 
sun as much as the land on the north side and, consequently, cuts do not dry out as 
quickly as they would if the line had been located on the north side. 

At first glance it would seem that an error in location had been made and that the 
railway should have been located on the north side, but snap judgments are dangerous, 
and I would not wish to make the above statement unconditionally without further 
information as to the actual character of the ground on the north side of the river. 

Tables VII and VIII give our final consolidated figures for the Grand Trunk 
Pacific and the Grand Trunk Pacifie Branch Lines Company (the distinct corporation 


owning the branches of the Grand Trunk Pacific system). No account has been taken 


of subsidiary corporations of the Grand Trunk Pacific Company, such as the Grand 


_ Trunk Pacific Development Company and the Grand Trunk Pacific ‘Steamship Com- 


pany. Our attention has been confined entirely to the railroad lines scheduled in 


tables VII and VIII. 


III. 


In addition to making the estimate for the Canadian Northern and the Grand 
Trunk Pacific, we were asked to make comparisons between cértain portions of these 
lines and portions of the Canadian Pacific system running through similar territory. 
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(a) A COMPARISON BETWEEN THE CANADIAN NORTHERN LINE AND THE CANADIAN PACIFIC LINE 


BETWEEN KAMLOOPS AND VANCOUVER. 


These two lines parallel each other between these two omen sometimes on oppo- 


site sides of the river and sometimes on the same side. 

A comparative study of these two lines between the points ones were made by 
Mr. C. S. Gzowski; he submits the following typical unit showing his estimate of the 
cost of the Canadian Northern line to be $88,230 per mile, and of the Canadian Pacific 
Railway line $95,252, a difference of about $7,000 per mile. 


The Canadian Pacific has somewhat heavier grading, heavier rail, more ballast, and — 


a larger length of second or auxiliary track; while the Canadian Northern line has 
greater expense for bridges and tunnels. Mr. Gzowski’s interesting report with refer- 
ence to this comparison is appended, hereto. 


\ 
(b) A COMPARISON BETWEEN CERTAIN PRAIRIE LINES OF THE CANADIAN NORTHERN, GRAND 
TRUNK PACIFIC, AND CANADIAN PACIFIC, 


This comparison is shown in the following table.! It will be observed that of these 
lines the Grand Trunk Pacific is the most costly per mile, with the Canadian Pacific 
next and the Canadian Northern lowest. : 

It will be observed that the Grand Trunk Pacific has the lowest grades, and this 
fact probably explains the higher cost. These comparisons have been made by Mr. G. 
R. Balloch, who was in charge of field examination of the Prairie lines of the Canadian 
Northern System. 


(c) A COMPARISON BETWEEN THE CANADIAN PACIFIC, CANADIAN NORTHERN AND GRAND TRUNK 
PACIFIC, BETWEEN WINNIPEG AND BRANDON. 


The following table! gives a comparison of these lines by Mr. G. R. Balloch, from 
which it will appear that the Canadian Pacific is the most expensive, the Grand Trunk 
Pacific next, and the Canadian Northern the lowest. 

(d) The following tablet gives some further comparisons of similarly situated 
lines. 


GEORGE F. SWAIN. 


Orrawa, March 15, 1917. 
Prof. Gro. F. Sway, 
Boston, Mass. 


Dear Si—The following brief report of my work in connection with your valua- 
tion of some of the railroads in the Dominion of Canada, is handed you herewith. 

After some preliminary negotiations with you, I came to Ottawa September 6, 
1916, and proceeded at once, with your approval, to engage a force of men and to make 
such plans and arrangements as were necessary to have the various lines inspected 
before snow came to seriously interfere with the work. Much difficulty and delay was 
experienced in organizing the force on account of so many capable men having gone to 
the war or being engaged in other work. The short period of employment offered would 
not induce men to leave other jobs, so that it required much correspondence and time 
to secure the force. Most of the men had not had previous experience in work of this 


character, so that considerable time and detailed instruction were required in order to — 


have them all do the work uniformly and expeditiously. It soon became apparent 


i These tables are shown on pages 72, 73, and 74. 
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that details of the property of the railway would not be available for the field engineers 
. during their inspection, if the same was made prior to the coming of snow. There- 

fore, it was necessary to send the field engineers over the lines with incomplete data. 
Profiles had been received from the company for a considerable part of the line; bridge, 
building, and track lists for an inconsiderable part; together with a few yard and 
bridge plans. The yard plans furnished at that time did not show the limits of the 
. right of way; and many of those furnished were incorrect in respect to the data which 
they did contain. The profiles did not contain all of the data usually found on a com- 
plete construction profile, so that they were not of as much assistance to the engineers 
as expected. 

As soon as profiles were received, the assistant engineers were set to work making 
rrofile estimates of quantities, using scales for the purpose. They also estimated from 
profiles quantities for wooden trestles, box culverts, pipe drains and similar items. 
These estimates were tabulated, and were ready for the inspecting engineers when they 
returned to the office. The assistant engineers engaged in the above work, assisted 
the field engineers in the preparation of their estimates. 

On the i6th of October, the field engineers were sent into the field with such infor- 
mation as was then at hand. The territory was divided between six divisional engineers, 
some of them having assistants, in such manner that it was believed they could make 
the inspection before the snow came. A much larger mileage of the prairie lines was 
given to the engineers in charge of the same than in the case of the more varied and 
costly lines in the mountain region and in the east. A general inspection trip reaching 
as far west as Vancouver was made by the consulting engineer and chief engineer, Mr. 
W. B. Kellett, special engineer, and Mr. D. O. Johnson, contractor. Some of the field 
engineers accompanied this party over part of their territory, and some of the detailed 
inspection was made by this special party, thus breaking in the divisional engineers 
into the method of doing their work. Furthermore, this specal party made careful 
inquiry and determined tentative prices for various classes of work and various kinds 
of material. These prices were the result of much consideration and were considered 
az tentative only, to be modified slightly by the divisional engineers in the light of such 
further information as they secured. 

The field engineers covered practically all the lines of the railway, making as many 
detailed notes as possible, relative to all elements of the construction. From these 
notes, aided by the profiles and other data submitted by the railway company, the final 
estimates of the various lines were prepared. Details are given below regarding the . 
- yarious items entering into the railway construction, classified in accordance with the 
railway accountant’s classification. 

Right of Way—General notes regarding right of way were made, showing the 
average width of right of way, and the extra amount at stations or other places, and 
also approximate estimates of the value of adjoining land. These values were later 
modified as necessary, from further information gathered whenever and wherever 
cpportunity offered. 

At all of the larger towns and cities, special investigations were made concerning 
land values, subsequent to the general road inspection, as at Montreal, Toronto, Ottawa, 
Winnipeg, Edmonton, and Calgary, where a most careful inquiry was made by a 
special engineer, taking into account values of adjoining property, assessed values, etc. 
T.ocal residents and real estate dealers were consulted regarding the values, and from 
all this information, proper figures to apply to the property of the railway company 
were arrived at. At other important points not mentioned above, the divisional 
engineer pursued the same method, as far as time permitted. 

The amount of right of way was in general determined as that acreage which the 
usual width of right of way would give per mile, plus an allowance made for the average 
extra amount at stations and terminals proportioned for the whole mileage of each line 
in question. After the determinations had been made, the incomplete right of way 
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plans were received from the railway company, which were examined and totaled and 
the result compared with the previous determinations, and it was found that there 
were inconsequential differences, and no changes were made in our previous determin- 
ations except in a few instances. 

No attempt whatever has been made, or could be made in the allotted time, to 
determine whether property claimed by the railway company is actually possessed by 
it. A few instances have come to our notice where property claimed has not been duly 
transferred to the railway company, but it is presumed that such instances are few. 
The general principle adopted concerning ordinary right of way was that the cost to 
the railway company of reproduction, would be approximately twice the amount per 
acre of the real value for farming and industrial purposes of the adjoining land, such 
increment including cost of acquisition, as well as the special engineering expenses, 
end also any damages, payments for severance or other reasons. No account whatever 
was taken of cases where land had been given to the railway company by the Govern- 
ment or individuals. Where land values are high in the larger towns and cities, where 


if is generally purchased by the lot a value per lot- or per foot front, or per square © 


foot was determined from various methods previously described and an increment of 
25 per cent generally applied and in most cases, further allowances made for taxes. 

well as-an interest carrying charge. No additional overheads were added to the 
appraised value of land as determined in this manner. - . 


Grading.—Quantities were obtained in all cases where possible from an estimate 
made from the profile as modified by the field engineers. In very rough territory, such 
as Fraser Canyon and mountain work, where the quantities for each cut and fill were 
shown on the profile, the field engineer travelled such territory slowly and determined 
in each case, by approximate methods, if the quantities were reasonable, and if so, 
they were accepted by him. Every effort was made, however, to arrive at an approxi- 
mate classification, and determine, as nearly as possible, whether the work was of a 
side-borrow nature or a cut and full nature involving long hauls or where train fill 
had been necessary. The location of ballast pits was noted where possible, and:also 
the slope of the ground surface at cuts, in order to be able to make profile estimate 
quantities from a single line profile. Notes were made of the length of line requiring 
clearing and grubbing. 


Tunnels —Special study was given to each tunnel to deterrfiine whether any 
unusual features existed. Detailed information was always available or secured, relat- 
ing to the comparatively few tunnels on the line. 


Bridges, trestles, and culverts——The inspecting engineers made notes relative to 
all bridges and trestles, this data being later supplemented by detailed lists supplied 
by the railway company. Exact lengths were taken from the profiles. No effort was 


made by the field engineers to make notes relating to small openings, such as pipes and 


wood boxes. These were all estimated from the profiles. 

An approximate method of determining the quantity of material in wooden bridges 
was necessary, because no information was supplied relating to the length of piles, in 
the case of pile bridges, and because time did not permit detailed estimates to be made 
of each bridge, even if sufficient information had been at hand to permit such detailed 
estimate. A formula was devised for determining quantities in wooden bridges based 
on information contained in standard plans and on detailed information of total quan- 
tities covering many bridges as submitted by the railroad company. In most cases, the 
quantities were given for steel bridges, but these quantities were roughly checked by 
comparison with diagrams prepared for such estimation. The masonry in bridges was 
determined from plans submitted by the company, but these were in general, entirely 
inadequate for the purpose, so that a general theoretical quantity for a pler or an 
abutment of the approximate height as determined from the proflle was made. Every 
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effort was made to be fair in this determination, and if our estimate is deficient in 
these matters, itis largely because the railroad company failed to submit suitable data 
for such estimates in time for use. The foundation work covering cofferdams, pump- 
ing, wet excavation, ete., has been estimated at a certain percentage of the cost of the 
masonry. The percentage to be used for this determination was arrived at from a 
careful study of numerous bridges where the actual cost of the foundation work was 
available on this and on other railroads and in other cases of similar work. The short 
time available necessitated approximate methods such as this, and if in special cases 
the result is deficient, it must be said again, that it is primarily because the railway 
company did not submit suitable plans and data in time to be available for use. 


Track—The estimation of the quantities of the various items entering into track 
is based on the notes of the engineers, showing number of tiers per rail length, weight 
of rail, the character of the fastenings and average amount of ballast per mile. The 
length of auxiliary tracks was determined from statements submitted by the railway 
company, and approximately ‘checked by the inspecting engineer. The ratio of the total 
length of auxiliary tracks on a certain line to the main line mileage is determined, 
and that per cent of ties, rail and fastenings is added to the correct amount for one 
mile of main line track, making allowances for any different weight of rail in auxiliary 
tyacks. The number of frogs and switches has been determined from the number of 
passing tracks and auxiliary tracks and other auxiliary tracks as noted by the engineer 
and from yard plans where the same had been checked by the engineer, or if his notes 
approximately correspond to the plan. The yard plans were only available to the 
inspecting engineers in a few instances. They were entirely lacking in the central 
territory, and it has been found that the number of turn-outs as estimated is uniformly 
less than the number now reported by the railroad company. This is due to the fact 
that the company did not supply us with plans or data early enough. ; 

The roadway tools are estimated on the basis of one outfit for about eight miles 
of track in general. Some slight variance was made from this basis where more 
definite information was available, but in general, no data were available and the item 
was too small to deserve any particular attention under the circumstances. 


Fencing.—The inspecting engineer noted the amount of each line fenced, and the 
character of the fence. Approximate estimates were also made of the amount of snow 
fence available, which at the time of inspection, was piled along the right of way in 
spots, but not set up. In general, our estimates made in this way agree fairly close with 
the statements submitted later by the railway company. The number of cattle-guards 
was determined from the number of highway crossings, as noted by the engineer. 


Crossings and Signs.—The number of crossings, both highway and farm, was 
noted by the inspecting engineer, and the amount of plank in the crossing determined 
from standards for each crossing, it having been determined that the standard was 
approximately correct. The number of signs of various kinds has been determined 
somewhat arbitrarily based on the number of crossings, miles, bridges, etc., it having 
been observed that the proper number of these signs for these various purposes in 
general existed. Where they did not exist, the field engineer made notes concerning 
the same and they were omitted. 


Interlocking—Each interlocking plant was carefully noted by the inspecting 
engineer, together with its general character. It was found that they were practically 
all of the same general style and character. The plants were all treated on the same 
basis, making modifications solely on account of the angle of the crossing and type of 
the crossing frogs. The results were later checked with information supplied by the 
company. ° 


Telegraph and Telephone Lines——The inspecting engineer made suitable notes 
concerning the telegraph line, showing the number of poles per mile, number of wires, 
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whether of iron or copper, and other special features. An arbitrary addition of 10 per 
cent: was made for instruments, etc., this being based on previous experience and more 


detailed estimates, covering not only the instruments and batteries but the master 
batteries at terminals, the switchboard apparatus and all other special apparatus, 
also the special cables at. certain stations, extra wire and wiring at stations. 


Station Buildings and Fixtures—The field engineers made the necessary notes 
_ relative to all station buildings, noting them by classes and making note of any special 
features which were observed by them. They also noted all other roadway structures, 
such as tool-houses, dwelling-houses, etc. The railway company submitted carefully 
prepared statements showing all structures existing along all lines, which statements 
enabled us in some cases to correct apparent omissions in the notes or to reconcile 
statements. ‘The lists from the railway company, however, were received at such a 
late date (about February 1) that they were not of as much help as would have been 
the case had they been in our hands during the inspection. Cost of reproduction of 
the various types of structures in different parts of the country was estimated by a man 
experienced in building construction, on rather a liberal basis, on account of the small 
amount of information available relative to foundations, grading, interior finish, and 
neating appliances, as well as furniture and fixtures. Since these estimates were made 
the railway company has submitted data relative to these structures, and it has been 
found that our estimates are from 10 to 25 per cent higher than those of the company; 
but it is quite possible that the railway figures do not always contain items of freight, 
superintendence, etc., and also their figures are based in many eases, if not all, on cost 
figures, and the buildings were constructed at a period when material and labour were 
less costly than at a time just prior to the war, it is thought that prices used in this 
estimate, for the reasons given, should be higher than the figures given by the railway 


company.’ These remarks also apply to general office buildings, water stations, fuel 


stations and the miscellaneous structures. Large and expensive stations or structures 
were examined independently and carefully and in most cases detailed plans were 
submitted and were carefully considered by the architectural engineer. 


Shops, Water Stations, Fuel Stations, etc-——The field engineers made as careful 
inspection as time permitted of these structures, noting the location, the general charac- 
ter, and such detail notes as were necessary to make a reasonable estimate of cost. 
The same applies to all miscellaneous structures. In large yards, terminals in large 
cities, where there are numerous structures of all kinds, inspection was made on foot, 
such time as necessary being given to make careful notes-regarding all structures. 


Shop Machinery and Tools.—Very little information was available relative to shop 
machinery. Lhe railway officials were asked in November to submit information relat- 
ing to this item, but up to this time they have only done so in a few cases. When data 
were submitted by the railway company, and when the information submitted was 
judged approximately correct by the inspecting engineer, the figures as submitted 
were adopted. In many cases in the West, especially where no information was avail- 
able, an arbitrary amount has been included in the estimate for this item.. 


Dock and Wharf Property—There are very few items on the railway coming 


under this heading. They have been inspected by the field engineer and notes mado 
of the same; and an estimate has been prepared from the plans submitted by the 
railway company as checked by the field engineers. 3 


= 


- 


CONSTRUCTION OF THE ESTIMATE. 


Our estimate of cost involves two things: the quantity of each item, and the unit 
price. Our quantities have been determined in the manner explained. 


eS a Fore a See ee ee 
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In arriving at our unit prices, numerous sources have been consulted and con- 
sidered, such as contractors on this road and other roads, opinions of men experienced 
in railroad construction, and also figures used in numerous other valuations and reports, 
making due allowance always for the location, the geography of the country, character 
_ of the work, etc. Very little information was supplied by the railway officers of this 
nature in time to be of any assistance to us, although they were repeatedly urged to 
submit data of this character. The unit price data which have been generally used with 
slight modifications is annexed to the report as an appendix.’ Preparation of these data 
had the careful attention of the chief engineer, and was checked with all available data 
and discussed with several of the assistants most qualified in such matters, and was 
finally approved by the consulting engineer in charge. In cases where the divisional 
engineer thought that modifications should be made in the general prices, he was per- 
initted to do so with the approval of the chief engineer in each case. Tt is quite likely 
that prices used are at variance, on certain lines or in some localities, with actual 
prices paid; but it seemed better for the sake of uniformity and consistency to adhere 
to what had been considered to be reasonable and fair prices, notwithstanding such 
differences. 

In order to adopt a method by which quick results could be obtained and at the 
same time, a method by which easy comparisons could be made, and also the liability 
of error eliminated as much as possible, it was decided to make an estimate of each | 
distinctive line on a mileage basis and this unit of value, for convenience called a 
_ typical unit, was then applied to the correct mileage of the line in question. It was 

possible to make determination originally of one mile of many items. In cases where 
this was not possible, such as grading, tunnels, bridges, stations, etc., a determination 
was made of the total quantity on the line and this total quantity divided by the mileage 
of the line produced the average amount per mile which appears in the “ typical unit” 
under the proper classification along with the other items originally determined for 
‘one mile, and thus a proper amount per mile for each line was determined. The aux- 
iliary tracks were determined to be a certain per cent of the total, and in each case 
this additional per cent of one mile has been taken into account for all track items, 
making due allowances where necessary for a different weight of rail in the auxiliary 
tracks. Two arbitrary items have been added to the measurable items falling under 
one or the other of the thirty accounting classifications, which are: (a) Maintenance 
and temporary work during construction; (b) solidfication and adaptation or deferred 
construction. The first of these items has been estimated at $250 per mile, which is 
based on figures used in other valuations and theoretical estimates of this cost. Con- 
cerning (b), the amount has generally been taken as $200 plus one-thirtieth of the grad- 
ing, because the items consist of track items which are nearly constant per mile and of 
grading and drainage items which vary with the amount of same. This amount has 
been reduced in cases where very little work coming under this heading appeared to 
have been done or where present conditions were very poor, and has been omitted 
entirely in some instances, such as on new lines. 

The typical unit for a line having been thus prepared, a simple multiplication by 
the mileage of the line produces the basic value of the said line, to which are added 
the overheads on the percentage basis, thus producing the final estimate of the cost of 
reproduction. . 

The summary for each line is made on a card on the back of which is shown the 
total of the land and interest separately, and also the depreciation. The cards, about 
495 in number, show complete consolidated information for the entire system, and are 
indexed and filed in a suitable box. 


GENERAL. 


‘he field inspection commenced on the 16th of October, 1916, and was substantially 
eciunpleted December 24, 1916, although the investigations relating to land values have 
Not printed. 
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continued until March 1. At the same time that the field inspection was going on, 
assistant engineers were at work in the main office making profile estimates of quan- 
tities, grading and bridging, so that when the field engineers came into the office, these 
items were, in most cases, ready for them. -The entire work of making up the typical 
unit for each and every line and estimating the special features has been accomplished 
in about six weeks, say from January 1 to-February 15. Since the latter date, work 
has been largely consolidation, reviewing, checking, and consideration of a few large 
special items. . ° 

The railway company has sent representatives to the office to make comparisons of 
our results with their figures, and to.discuss matters where substantial differences 
existed. The railway company, up to February 22, has not submitted any statements 
of original costs of complete lines except for one or two lines east of Port Arthur, so 
that comparisons with cost figures could not generally be made, except with reference 
to some special items. It appears now, that the work is practically completed, that 
the railway company will submit cost statements for most of the lines. It cannot be 
said at this time what the comparisons with such statements will disclose. During 
February the railway company has submitted many statements, covering approximately 
two-thirds of the lines, which give the quantities of most of the measurable items, but 
show no unit prices or original costs. The overheads, land, and some other items are 
shown for a lump sum. On some of these lines we have applied the same unit prices 
as were used in our estimate and thus made a complete estimate out of the railway 
company’s incomplete statement. Where comparisons have been made in this manner, 
taking the railway company’s estimate, deducting from the samé its item of discount 
and also its item for interest, and then applying the same amount for interest as used 
in our estimate, it has been found that-there are very slight differences between the 
estimates in general. The following items are generally higher in the railway com- 
pany’s estimates, either expressed in dollars or in quantities, than our estimates. Land, 
trestle timber, switches, farm gates, rail, ties, fastenings, ballast and interest. Our 
estimates are generally higher than the railway company’s figures in grading, build- 
ings and engineering. Our higher grading figure and lower trestle timber figure is 


probably accounted for by numerous bridges having been filled in since the railway © 


company’s figures were made, which in most cases, are construction figures. Our lower 
figures in rail, ties, etc., are partly due to the railway company including industrial 
spurs in its statement, and generally our auxiliary track figures are slightly lower than, 
those now shown by the railway company. Though there is not much difference 
regarding ballast, we believe that the railway company’s figures are purely estimates, 
and that it has been entirely too liberal in making such estimates; at least, it is the 
opinion of our engineers that there ig not nearly that amount of ballast on any of these 
lines as claimed by the railroad company. It is possible that the amount claimed has 
been put on at some time or other and much of it disappeared as ballast, having become 
incorporated in the road bed, in which case we have covered it by our item termed 
“ solidification.” ie 


CONCLUSION. 


My thanks are due to Sir Henry Drayton for much information and help, and for 
his interest in the matter; also the staff of engineers and assistants who have worked 
hard and faithfully. The Department of Railways and Canals detailed an inspecting 
engineer to assist us, who gave us much information relative to unit costs and costs 
of certain lines, and our thanks are due them for this valuable assistance. 


Very truly, 
WM. H. CHADBOURN. 
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Prof. G. F. Swain, 
in Charge of Valuation 
Commission of Inquiry into 
Railways and Transportation, 
Ottawa, Ont. 


Comparison of Physical Values‘of Canadian Northern Railway and Canadian Pacific 
Railway between Kamloops and Vancouver. 


I beg leave to submit the following report comparing the Canadian Pacific line 
and the Canadian Northern line between Kamloops and Vancouver. 

Inspection of the portion of the Canadian Northern and Canadian Pacific between 
Kamloops and Vancouver was made October 30 to ‘November 38, 1916, and December 
15°and December 17, 1916, respectively. - 

Field work on the Canadian Northern Railway was done from an inspection 
motor with ample opportunity to stop at pleasure. Complete profiles showing details 
of pay quantities of material’and notes of other items were at hand. 

The Canadian Pacific railway was inspected from the rear end of regular trains. 
The profiles furnished having full information of tracks, etc., but no ‘quantities of 
materials in grading or bridging shown. 


Basis of Comparison.—In making ‘the comparison of the roads, the terminal pro- 
perties, yards, docks, etc., at Port Mann and Vancouver, as well as both railway com- 
pany’s properties and vada at ‘Kamloops have been excluded. 

At North Bend where the Canadian Pacific own a hotel and practically all of the 
town and buildings in‘it, only the yard proper and buildings which can strictly speak- 
ing be called railway structures, have been taken into account. 


O.P.R. Route—From Kamloops going west the Canadian Pacific Railway follows 
the south side of the Thompson river to the junction of this river with the Fraser 
river at the town of Lytton, and for six miles is on the south side of the Fraser river 
before it makes its only crossing to the north side, down which it runs to within 24 
miles of Vancouver. The line then works over to the south arm of Burrard inlet at 
Port Moody, which was the original ‘terminus of the road. From Port Moody the 
south shore of the inlet is followed into Vancouver. 

The alignment of the Canadian Pacific Railway has a ‘very large percentage of 
curvature with a maximum of 11° 30 foot curves, which maximum, however, is used 
only in a few places. : 

The track at Kamloops is 1,050 feet in elevation above that at Vancouver, and 
although the railway is following a watershed, there are’a number of adverse grades 
going west with a maximum grade in that direction of 1-1 per cent uncompensated, 
while eastbound the maximum grade is‘1-3 per cent uncompensated. 


O.N.R. Route—The Canadian Northern Railway general route from Kamloops 
west is the same as the Canadian Pacific, following the Thompson and Fraser rivers 
to its terminus. — 

At Kamloops after crossing the North Thompson river it is on the north side of 
the Main Thompson river and crosses or recrosses it seven times before its’ Junction 
with the Fraser, at Lytton where the railway 1 is on the south side. 
| Where the Canadian Northern is on the south or same side as the “Canadian 
Pacific it is between that road and the river, and in elevation somewhat lower. 

Half‘a mile west of Lytton it crosses to the north side of the Fraser river, and 
after following that side for five miles crosses to the south side by a high crossing of 
‘the river and an overhead crossing of the Canadian Pacific Railway. “Immediately 
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below this point the Canadian Pacific has crossed to the north side, and from here 
west the Canadian’ Northern runs on the south bank to Port Mann while the Canadian - 
Pacifie follows the north. 

Port Mann is the terminus of the road owned by the’ Canadian Northern Railway, 
but they have running rights over the Great Northern Railway and the Dominion 
Government Fraser River bridge over Fraser River Junction into Vancouver, and use 
the Great Northern station in Vancouver. 

There is now under construction at Vancouver by the Canadian Northern Railway | 
a station and yard facilities which will not be finished for some time, and no arrange- ; 
ments have been completed for their own track from Port Mann to Vancouver. 

The alignment of the road, although having probably nearly as much curved track 
as the Canadian Pacific Railway, is of considerably flatter curvature, making the total | 
angle of curves much smaller. The maximum degree of curve is eight degrees. _ q 

Going west there are no adverse grades except small velocity grades which can be 7 
neglected. Eastbound the maximum grade is 0-40 per cent compensated. 

In general the ground traversed by the two railways might be considered the same.’ 


General Comparison of Route—Where the reads are on opposite sides of river, 
on the whole, the work would have the same quantities of material for equal alignment 
and gradient, although for short distances one is on a bench with lighter work ‘neces- 
sary than that on the opposite side. This condition is reversed in the next ‘stretch 
and about balances. 

Both cover approximately an equal length of flat ground where work of grading 
is light.’ 

The Canadian Northern Railway along the Thompson river, where it is on the 
same side as the Canadian Pacific Railway, crossed to avoid particularly heavy grad- 
ing and‘did the bridging to get the less rugged side of the valley. 


ae ee Pe an 


General Comparison of Roadway.—The general alignment of the Canadian Nor- 
thern Railway being of flatter curves, necessitated having the line located further 
into the side hill and consequently ‘had heavier grading than if located with the 
sharper curves used on the 'Canadian Pacific Railway. Also the lighter gradient used 
and no use of adverse grades made the work heavier ‘than if the same grades as those 
of the Caandian Pacific Railway had been employed. 

With the exception of some timber ‘cribbing, three small trestles and a few wooden 
culverts, the Canadian Pacific has all road bed structures now built of a permanent 
character, that is to say, of steel, concrete or stone masonry. 

The Canadian Northern Railway has considerable length of wooden trestles, some 
timber cribs and culverts. 


Typical Unit Sheet—Appended is typical unit of each road showing per mile 
value of each accounting item. rf 


Unit Prices.—In making up valuation for each line, where the items were of the 
same kind and character,-equal unit prices’ were used for both, where items varied in 
kind, prices as far as possible were based on equal conditions. 


Length of Track.—The length of the ‘lines, as compared, are: Canadian Northern 
Railway, 243-7; Canadian Pacific Railway, 250-5. 

The latter from Kamloops station to Vancouver station. The Canadian Northern 
Railway from Kamloops station to Port Mann at Fraser River Junction, which is 
the end of this road and junction with the Dominion Government railway bridge =~ 
across the Fraser river at New Westminster. It is 14-0 miles from this point to Van- 
couver over the Great Northern Railway, making the distance Kamloops to Vancouver 
257-7 by the Canadian Northern Railway. ; 
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The Canadian Northern Railway has 22. 5s miles or 9-25 per cent of auxiliary 
tracks, while the Canadian Pacific Railway has 50: 76 miles or 20-26 per cent of 


“auxiliary tracks, and 89-97 miles or 35-93 per cent of double tracking, 8 miles of 


which is out of Kamloops and 81 miles out of Vancouver. 


see (2) ae 


Right of Way and Station Grounds——Kach has about the same area, but that of 
the Canadian Pacific is probably worth more; the immediate territory being better 


developed, so 10 per cent more has been allowed the Canadian Pacific. 
Pee a( 4). 


Clearing and Grubbing—These items are the same for each road, the eracioe 
of timbered country being alike. 


Excavation and Embankment.—Having no actual pay quantities on the Canadian 
Pacific Railway the comparison is made in reference to the Canadian Northern Rail- 
way, which averaged 81,600 cubic yards per mile. 


Dividing the ground into three classes of grading, light, heavy, and very heavy, 
and assuming the two roads traverse the same percentage of each, and that in each 
case for simple track grading the light and heavy. work are the same yardage per mile 
but that the very heavy work on the Canadian Pacific Railway is two-thirds of yardage 
per mile of the Canadian Northern Railway, and that the Canadian Pacific double 
track is 110 per cent in quantities of the heavy work and the auxiliary track grading 
in quantities is 125 per cent of light work, we have about the same quantities per 
mile thus :— 


CANADIAN NORTHERN RAILWAY. CANADIAN Paciric RAILWAY. 


Class of Grading for Z ; SRN. 
Ground Traversed. At yards } At yards 
Per cent | per mile Amount cubic Per cent | per mile Amount cubic 
of line. single yards. of line. single yards. 
track. track. 

Rights S30. ee ee tees iS 16,000 2,400 15 16,000 2,400 
Heavy yaw A aie aie 25 48, 000 12,000 25 48,000 12/000 
Very heavy of oss 60 109,000 65,400 60 72,600 43,600 
; 100 79,800 100 ~ 58,000 
Double track...... cig oa seks AR Ieee Cr. (ek pore ciraice sews rane 36 52,800 19,000 
Auxiliary track...... 9 .| 20,000 1,800 20 20,000 4,000 

81,600 81,000 

cu. yds. per mile. cu. yds. per mile. 


Retaining Wall and Crib—In the Canadian Northern Railway, 12 per cent of 
this item, or $35 per mile, is wooden cribs, and the balance is retaining wall either 
of dry masonry or concrete. This item all be-very much increased when the present 
wooden trestles are replaced with permanent work, 

The Canadian Pacific amount is very heavy on account of the line haying been 
located “out in the air” instead of well into the side hill—5 per cent of the amount, 
or about $200 per mile, is cribbing; these cribs are mostly deflection cribs at the 
water’s edge to divert the current from embankments. 


ee. Wes(b) 


Tunnels —The Canadian Pacific Railway have twenty-nine tunnels in all; twenty- 
eight are through solid rock, one of which is a parallel one for double track; six of 
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these are concrete or masonry lined, and two timber lined. One is a dirt tunnel, 
masonry and concrete lined. Total length of tunnelling is 10,629 feet. 

There are thirty-four tunnels on the Canadian Northern Railway, two through 
dirt, and timber lined, and the others through solid rock, seven of which are full 
timber lined and eight partly timbered. The total length is 19,464 feet, or 83 per cent 
more length than the Canadian Pacific Railway. 

ASU 7(6):: 


Bridges—The Canadian Northern Railway have 10,668 feet of steel bridges, all 
on concrete piers and abutments, 640 feet of wooden Howe truss spans on pile and 
crib piers. This bridging is mainly made up of the crossings of the Thompson and 
Fraser rivers; in all nine crossings. ~ 

The steel bridges on the Canadian Pacific Railway have a less total length than 
on the Canadian Northern Railway, being 7,882 lineal feet; most of them are on 
stone masonry piers and abutments, only a. few having concrete substructures; over 
half are double-track structures. There is one crossing of the Fraser river, but the 
heaviest structure is a double-track bridge of thirteen spans, with one swing, across 
the Pit river. Besides the steel bridges there are three stone arches of 81-, 54-, and 


30-foot spans. 


Trestles—There are 31,380 feet of trestles on the Canadian Northern Railway, 
mostly crossing small ravines, but are grasshoppers, replacing what will eventu- 
ally be fills with retaining wall. 

This is the main item which takes from the permanency of the Canadian Northern 
railway line as compared with the Canadian Pacific Railway, and to make it favourably 
comparable to that road will increase the retaining wall item materially and further 
increase steel bridges. 

Trestles on the Canadian Pacific railway are a very unimportant item, consisting 
of only five small structures with a total length of 585 lineal feet; three of these are 
constructed of creosoted timber and piles. 


Culverts—About half this item on the Canadian Northern is for cedar box cul- 
verts for smaller drainages. The balance is for concrete culverts and tunnels in solid 
rock, driven under the roadway for the heavier drainage. This item, to compare with 
the Canadian Pacific Railway for permanency, would be increased considerably; partly 
in replacing wooden culverts but largely for drainage where some present trestles would 
be filled. 

The Canadian Pacific Railway culvert item has about 7 per cent for wooden boxes, 
a great number are track ballast boxes, and a very few culverts through the dump. A 
considerable part of the drainage is taken care of by stone or concrete arches and there 
are a lot of rail concrete culverts, besides concrete boxes, stone boxes, concrete, iron 
and tile piping. 

The total item for bridges, made up of spans, trestles and culverts, is larger on the 
Canadian ‘Northern railway on account of the number of main river crossings and 
eventually will have to be considerably increased. 

T.U. 7-8-9-10 and 12. 

The items for ties, rails, frogs and switches, track fastening and track laying 
which may all be treated with the same comment, are greater on the Canadian Pacific 
railway, mainly because of 36 per cent of double and 10 per cent more auxiliary tracks, 
but partly by the fact that 75 per cent of the Canadian Pacific railway of main line 
track is 85-pound and the balance 80-pound against the Canadian Northern railway 
all 80-pound track. The Canadian Pacific auxiliary track is 56-pound or 60-pound rail, 
while the Canadian Northern railway is almost all 80-pound. 


Teen C11). 
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The ballast on the Canadian Northern railway has as many yards per mile as the 
Canadian Pacific railway, but the latter is largely increased by the greater length of 
subsidiary tracks and 80 miles of double track rock ballast. 

Hee C13) 

The Canadian Pacific has a larger equipment of roadway tools. 
‘EUs Cas 

Each road is about 50 per cent fenced, but the Canadian Northern Railway have 
a few more gates, and this increases their amount. 

EA Ghai 

Crossings and signs with the Canadian Pacific railway is greater because they 
have three subway road crossings, while the Canadian Northern railway have none. 
ANAS Sie GF id 

In interlocking and other signal apparatus, the Canadian Northern Railway has 
a diamond crossing with interlocking plant with the British Columbia Electric Rail- 
way, and the Canadian Pacific Railway are the senior road in the only level crossing 
they make with the Great Northern. Railway. 
eal 1) 

The Canadian Pacific Railway have either three or four cross-arms on their tele- 
graph line with 11 to 29 iron wires and two copper wires, against the Canadian 
Northern Railway’s one cross-arm with two iron wires. 

T.U. 18-19-20-21-29-93-31. 

Buildings and various structures on the Canadian Pacific Railway are somewhat 
more complete and greater'in number, accounting for the larger amounts in station 
buildings and the balance of the typical units. S 

Maintenance of temporary work during construction are on each road the same, 
but for solidification and adaptation the Canadian Pacific Railway, being more 
matured, is counted higher. 


Overhead.—lIf, for purposes of reproduction value, the conditions of construction 
are considered the same, overhead charges need not be compared as they would be 
proportional. 


Conclusion.—No account is taken of depreciation on either- road, although that 
of the Canadian Pacific Railway would, in some items, be considerably moré than the 
Canadian Northern Railway, particularly in buildings; it would be largely offset by 
their bed and track being kept: up in excellent eandinon and their roadbed structures 
being of substantial character. On the whole, there would be no material difference, 
between them. 

As to their total physical reproduction value, by the accompanying estimate it 
would appear the Canadian Pacific Railway is greater by some $7,022 per mile, or 
7 per cent. This excludes, as before noted, terminal properties, etc., which on the 
Oanadian Pacific Railway are very comprehensive. 

Operating features. —The operating features have not been gone into, but if this 
were done the main considerations would be the advantages of the Ganadian Northern 
Railway has of no adverse grades westbound, a lighter ruling grade eastbound, less 
total elevation to overcome and less and flatter curvature; while the Canadian Pacific 
Railway has the advantage with 36 per cent of doube track line, some better ballast, 
partly heavier rail and, consequently, better track, the roadbed more consolidated, and 
better facilities for doing business. 

The lack of detailed information of quantities of material moved in grading and 
particulars of substructures in bridging on the Canadian Pacific Railway and the 
hurried inspection on that road as well as the short time available for computations, 
makes the comparison lack the finality one would desire. 


Respectfully submitted, 


March 10, 1917. C. S. Gzowsx1. 
20g—-12 
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COMMISSION OF INQUIRY INTO RAILWAYS AND TRANSPORTATION. 
TYPICAL UNIT. 
C. P. R. and C. N. R., Kamloops and Vancouver. 
aye | 
Single Track 
C.N.R. Pike 
Maiti In®: vo aes coe Been eee uote 243-73 2.0-50 
miles miles 
Double track ...... . ne tae, Wed oho sii aehine A hee ee 35-93% 
Auxillary track ese eeeseeee Joy 9-25% ~ 20-26% | 
$ $ 
2 Right of way and station grounds 2. «lk. s-Melc abs te pales es ons pene ae mene? 3,248 3,573 
OM LPA TOS ta bes Wilton ic + sy ae aa BbGaes pene BE ee te Mig eat incre Bente tet ele sel ee ante ie ae eee es 
ON: Ro CPR 
LHL ECG NOE sah fun WAM wiping st Vemea lr ie AO aD Aa Moe rerg ep ed RNG TIES $ $ 
Ee aane and grubby oi hcpeces =? -s ap nies mins lem 1,544 1,544 
Grading (except retaining walls)... .....04.++++.6-4- 49,160 49,160 
Cribbing, rotate Walls CLC5 45,4 sian hone eae hea ae 291 3,750 50,995 54,454 
SRA RCL Can cl RAROEP OAR pene eh mR een ety Dorel Ie an KAD AEE! Gia ee UNOS te Rae TN Ah 7,288 4,169 
Siar RES ale petals pera ania OCR iin hi Arar Hee aR OPAL nrg eR SEs Ne shee ei 9,609$ 8,492 
SL PESLLGR he Re cee nia ee BLE Dae ein cence eas ane 2, 230 66 
Galverts, pipes and draing, eter.) sos. acme hee epee 1,090 2,013 12,929 10,571 
7 |Ties per mile at 
Bridge ties M.B.M. at 
Switch ties titndute vue fewer a ae POTS RE Nan ae 1,765 2,308 
8 |Rail ( pounds) tons at $ SGT HOT nce ween Aah ee aoe 5,536 (ee 
OUR Toga sarULawlt CHER. fy me ay Maura sale oats eek p Fore i Tes L gins A RO ae Nees 69 153 
10 |Track fastenings and other material— 
% A bars at $ per mile =§ 
QJ bolts at $ per mile 1 
Spikes ties at pounds 
per tie= cwt. at $ per ewt, =$ 
Tie plates per mile at each == Biers saat utr de peta wren eee ie 1,040 2,049 
11 | Ballast cubic yards per mile at per cubic yard in place. eure L732 3,553 
12 |Track-laying and surfacing per cent ofa mileat $ ~ per mile, 
plus (for laying) of a turnout at $ ron TO} A Pane Ate MR MMON RS PU tt By hc ane in ToL 1,146 
13 Roadway tools, 1 outfit at $ GIVIGOU, WVREs es nate wae nie eure cea noite A 21 82 
14 | Fencing—right of way fence miles at per mile.,......:...<5 403 372 
£5 ACrOSeIN GR ANG BIPTIS theca sh law hla his ok OR olga cia ence aN Soha aera eg 29 270 
16 |Interlocking and other signal apparatus per cent station semaphore at $.. 19 26 
17 |Telegraph and telephone lines—1 mile at $ plus per cent for 
STISLPUTIOULSS GLO. Sista yactne esecnce oon by coe eivuanapite aatipt oles Rae har Be oe a, ee ete 307 755 
18 |Station buildings and fixtures. . Distt ne Bh gh sata aie BIR aopeaet She Ck y PIR eer at aataL Ren Ri 267 529 
19 |General ‘office: buildings iis) fe eck i a RE ee te NAY spoke amar eel e ale el [La ete aivectel se Searels 
QO [SHOPSROEO wns sian sixes ee Ni aap cpus del oy losae te Phat ie ins © ak eel /4, SCE oR tie x ae 139 250 
21 J Shop MAChINELY suloe fh. o's Ae Bn Fe Pe ea eee <ERion! Suis ahaare at eee 41 DL 
OP AW ater Sta biONe. Bir. Coie Cove enh Cm wots braie acerele a ifs alate ise Cees eer one Seam 255 289 
BS ACERT, SHALL IIS A bye Sd hee Hale wee aG hee Sees eileT ge ARG Bets oh cx ane ole as enn er eel 4 161 
31 Miscellaneous Str UGLUTER fifties laters Sein c ON alah Galas a auras cone ly ae Bee tena eee a 118 924 
Maintenance and temporary work during constructions 1.) yeni hae 250 250 
Solidification and adaptation or deferred constructicn: C.N.R. 200 plus 1/60 
grading: C.P.R. 200 plus 1/30 grading. .. ...... 0-26. ete e ee ere ee de 1,024 1,630 
Ptah A sic ih a4 Cis sie th eee Re PAD weet et recs Ee a 88,230 95,252 
Peat eral a TE ie NO ie aoe RES OP OL, Ni al nis Be Miliee ESR VETERE ea ee 
Norse.—Where details are not shown, they may be found in detail book. 
Comparison between the following lines :— 
1. C/IP.R., Saskatoon—Macklin. 
2. C.N.R., Saskatoon—Munson Junction. 
3. C.N.R., Warman—Vermilion. 
4, G.T.P., Biggar—Battle River. 
Norr.—Grades are actual, not virtual. 
Line No. Gabe: CaN TRG CANE. Git. BP: 
1 2 3 4 
Number OffEEAcks iG gona ve dak pisddey ey owt pteetaben a ep yats if 1 it sin 
Length of road in miles. apes Pe Er ae es alan Wage 3050 206.5 150.0 
Auxiliary track, per cent of main ‘line. Pe pacity 23 2 103 a6 L726 
Cost per mile.:. .. PNAS pee Se, MN Coin He Rn hed ey oer wt 4 Sel tat $22,125 $27,664 $39,681 
RACs, PNVESTOOUNG ses eo sik Olsen bree lerkcanGende Naren atelhees 1.0 1350 0.75 0.5 
% eastbound.. .. N OMe Teas BS PRN RIA ts dis. ke 1.0 0.5 0.4 
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Comparison between the C.P.R. and C.N.R. and G.T.P. between Winnipeg and Brandon. 
In all cases the Winnipeg and Brandon terminals and Portage la Prairie land are omitted. 


The C.P.R. is double track, the C.N.R. and G.T.P. are single track. 
NotTe.—Grades are actual, not virtual. 


CrPR: C.N.R. 
Number of tracks. BI Sis SARA Ine SEAR mak iin ge ee kes aan 2 1 
Length of road in miles; aXe 5 Oa eh a tee 133.0 LSet 
Auxiliary track, per cent. of main ‘line. Als aie, ROE 15.25 V0 
COS e Pera Mey Raney Midget Srey ak ear eh tree. 0 ee Gon $45, 353 $26,205 
Grades, westbound. Sesame nM OE Mo cael oieliny se aM face eRe Hines CAR gs 1.75 Og 
ee eastbound.. .. Poly sand Aatiatr i ami Aes enh a a Orit Od 


Sad Be arch 8, 1917. 


SUMMARY OF COMPARISONS. 


Canadian Northern Railway.—Capreol-Current, 593 miles eee yard, tunnel, 
shop and machinery). Grade: 0.4 eastbound, 0.6 westbound. ne 


Canadian Northern Railway.—Nipigon-Current, 69 miles aacuaine yards, neh 
shops and et Sank G Grade: 0.4 eastbound, 0.6 westbound. goer 4.8 
miles, 107 per cent. : : ne AN A. ; 

Canadian Pacific i Nine usederent Oxinieon sanaivision): 65 Pees 
including allowance per mile for complete yard at Chapleau;. double track, 
6 miles, 9.3 per cent. Sidings, 14.3 per cent. Grade, 1 per cent. 

Canadian Pacific Railway.—Mile 20-40 (Nipigon subdivision), 20 filee ite 
allowance per mile for Chapleau yard double track, 13 miles, 65 per cent. 
Sidings, 3.25 miles, 16.2 per cent. poprcamas boos ata 


Average of above sections of Can halan Pacific ea co ines 


NovTs :— 
Canadian Northern SP eUN eee 593 miles, sidings, 52.9 
miles. ere. Ls ENE ORee nna AU a a aceon Po sy 
Canadian Pacific Railway.—Sudbury-Current, 550 miles; double track, 
168 miles. pits Pace Mean Ter oie a Rata onel caettaee ee eae Hon 
Sidings, 110 miles. Ee ener REE a ctES NeRS DE Fe 


pe ay a 


1 
129.4 
22.2 
$37,910 
0. TF 
0.92 


$34,816 00 
38,645 00 
45,460 00: 


60,048 00 
52,754 00 


8.9%. 


30.5% 
20-% 


SUMMARY OF COMPARISON—C.P.R. and C.N.R. SUDBURY AND CAPREOL TO CURRENT. 


Field Inspection by T. S. Armstrong. Grades—C.P.R. 1%. 


# 


C.N.R. 0.4% eastbound, 0.6% westbound. 
o_o 


EstiMATeD Cost or Rr- 
PRODUCTION PER MILE. 


CeNa ly: 


ES 


CB. 


—_—_—_---—<—_:?:?:.?hk en a C8 eS 


Nipigon-Current, 69 miles— 
pide erachwanxiliary.track. 7 per cent: ..ss.oy 0. so esle el te ee 46,154 
N ipigon-Current, 65 miles— 
Double track, 9°3 per cent 
Pee aU SEM gly DORA CEN bade cc isa’ a oy lp aki Cook dha ows rales eam 
C.P.R., Mile Pcst 20-40 — 
Nipigon Subdivision— 
Double track, 65 per cent 
Auxiliary track, 16°2 per cent....... saci Neck, or ORY Ee poate SRN We aM Mase eb 
Capreol-Current, 593 miles— 
Sing leorack, Auxiliary. track,,8°9 per: cent. <i. ...es.s nies oe eee cess 45,268 
Sudbury- Current, 550 miles— 
Double track, 30°5 miles 
Auxiliary track, 20 per cent 
Average of above two sections of tee Lote A Bae SS Sola Sar) ew He che ee ea eae 


59,061 


78,045 


68,426 


e 


In the above estimate allowance is made for yard trackage and facilities, shops, 


shop machinery, ete., in both cases. 
20g—124 


Field inspection by AGHEN, Bruce. A is f "Grades: OP.R 0. piietaet 


Sa ; i % Wee cage CNR. 1. 0% max. Bie 
ie ie Fe en RENTON. ee haar el ices Sear “Estimated cost of 
at | Tents ic Gok Coe _ reproduction per. m 
i Ss te 4 ’ z a ‘ Bite Ch Soe: ae 8 : 
Single track, auxiliary track, 006. . We Sees eae ee Perey sk Cys 
4 4 , ee 4 a. or ae 


mo Toronto—Romford Junction 0O.P.R.— en at ioe i) 
; Single track. Auxiliary Track 2G o.. Wsus soe eee os ear Cue tie Ray raat ms" 
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Ae EEN DEB: 


Examination of Mr. E. J. Chamberlin of the Grand Trunk and Grand 
Trunk Pacific Railways, at Montreal, on February 24, 1917. 


(Extracts from shorthand: report.) 


K. J. CHAMBERLIN, sworn and examined: 

‘Sir Henry Drayton: Mr. Chamberlin, you have been asked to prepare a state- _ 
ment of the money required to keep things going, or an estimate of performances. 
Have you that statement prepared? 

Mr. CHAMBERLIN: This statement~I produce was made up by our Auditing 
Department. : 

Sir Henry Drayton: This statement is an estimate merely ? 

Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: Which has been prepared for you, according to your instruc- 
tions, for ten years, by your Audit Department ? 

Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: The first column shows “Total Interest on Outstanding 
Bonds.” That*is as they now are? 

Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: The second column is headed “Less Interest on Three’ 
per cent Bonds, Mountain Section, Payable by the Government” ? 

' Mr. Cuamperuin: That is correct. 

Sir Henry Drayton: The total amount of interest the Government ought to pay, 
according to that column, is $9,930,000 ? 

Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: The total bond interest payable, as shown in the next column, 
coupled with the second column, will correspond with the total shown in the first 
column ? 

Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: The fourth column shows “ Interest on Government Loans 
to December 31, 1916” ? 

Mr. CHAMBERLIN: It does. 

Sir Henry Drayton: That is computed, I assume, on all Government loans over 
and above the bonds already referred to? 

Mr. CHAMBERLIN: Yes. Those are different loans we had. 

Sir Henry Drayton: You do not know about the details ? 

Mr. CHAMBERLIN: No, I do not. 

Sir Henry Drayton: This statement was just prepared for you? 

Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: The next column is headed “Interest at 6 per cent on 
amount required to meet Deficits, and for Capital Expenditure.” What does that 
really mean ? 

Mr. Cuamperiin: That means the deficit each year over Operating Expenses 
and Interest, and interest has been charged on it. For instance, the total require- 
ments for the year 1917, as shown in the top line of the statement, amount to 
$5,809,000. Interest has been charged on that into next year. 
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Sir Henry Drayton: It keeps accumulating, then, from year to year. 

There is a footnote to the statement which says: “From the above, it would 
appear that we will require to raise loans amounting to $65,887,110 to carry the prop- 
erty to December 31, 1926, but if requirements on Capital and Deficit Account were 
furnished by the Dominion Government without interest, the amount required would - 
be $32,145,000.” 

Mr. Cuampertin: More than one-half of it is interest on advances that will be 
made in the future. 

Sir Henry Drayton: We really find a difference in this $18,000,000 plus column ? 

Mr. Cuamper.in: I will let Mr. Ardley explain that. 

Mr. Arptey: That big interest really represents paying interest on interest. 

Mr. CHamperuw: Interest on Advances from year to year. We must bear in 
mind that it is simply guesswork. One cannot tell how the country is going to 
develop, or how much the railway is going to earn. 

Sir Henry Drayton: What percentage of increase do you allow? ; 

Mr. Arpuzy: Mr. Rosevear got that statement up. We have a supplementary 
statement which you may use to work on. 

Mr. CuampBeruin: I thought you were going to give all that downstairs ? 

Mr. Arptey: We had not reached that point. 

Sir Henry Drayton: Are you satisfied that this is a fair estimate, Mr. Cham- 
berlin ? | 
Mr. CuampBeruin: I think so. It is a guess, as I have already said. 

Sy Henry Drayton: But it is the best guess you can make? 

Mr. CHAMBERLIN: It is the best guess I can make now. 

Sip Henry Drayton: There is one other matter: You think that the Government 
as a matter of fairness to the Grand Trunk, ought to relieve the Grand Trunk Rail- 
way Company of its total Grand Trunk Pacific investment ? 

Mr. Cuampersin: I do. 

Sir Henry Drayton: And repay to the Grand Trunk the money it has in the Grand 
Trunk Pacific, and relieve the company of all its responsibility. That is a large order. 
We want to give you every opportunity to state every ground on which you think that 
should be done. | / 

Mr. CHAMBERLIN: Well, Sir Henry, if you will look at this map you will see 
where the Grand Trunk Pacific stretches away off up through the north country, while 
the Grand Trunk is away down in this part of the country. It is not a natural con- 
nection of the Grand Trunk, is it? It is not only not a connection of the Grand 
Trunk, but it is not of any benefit to the Grand Trunk. 

In the first place, we are under contract to send all business over this north line, 
away from the Grand Trunk. The Grand Trunk cannot derive any benefit from it, 
under the contract with the Government. 

Commissioner AcwortH: That is a new point, to me. 

Mr. CHAMBERLIN: In addition to that, the company is bound to put steamers on 
the Atlantic and steamers on the Pacific, to accommodate all that business, and yet 
it does not bring one dollar ‘of business to the Grand Trunk. 

Commissioner AcwortH: How does that obligation arise? 

Mr. CHAMBERLIN: It arises out of the contract with the Government. 

Commissioner AcwortH: The original contract with the Government ? 

Mr. Cuampertin: The original contract. 

Mr. Biccar: Of July 29, 1903. 

Commissioner AcwortHu: Is the agreement a schedule to the Act? 

Mr. Biccar: Yes, sir, a schedule to the Act of 1903. Chapter 80, I think it is. 

Commissioner AcwortH: Therefore, if the Grand Trunk, as it does at present, 
operate or control the operation of the Grand Trunk Pacific, were to send traffic through 
Portland instead of through Halifax, it would be a fraud on the agreement ? z 
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Mr. CHamBrrRLIN: Yes. We are bound to go on with all that tremendous outlay 
and to carry'that load, and yet not get one dollar of benefit from it. The Grand Trunk 
simply cannot carry it. 

Commissioner AcwortH: Let me ask this question: When you went away from 
the agreement to work the Transcontinental, was that question of the obligation of 
the Grand Trunk Pacific to carry over the Transcontinental ever raised ? 

Mr. CHamBertIN: No. The agreement is with the Grand Trunk Pacific, not with 
the Transcontinental. 

- Commissioner ACworTH: But it was practically Grand Trunk, rather than Grand 
Trunk Pacific? 

Mr. CHAMBERLIN: It is in the name of the Grand Trunk Pacific, not of the Grand 
Trunk. 

Commissioner AcwortH: The Grand Trunk Pacific said they could not work the 
Transcontinental, with its present cost? 

Mr. CHAMBERLIN: Yes. 

Commissioner AcwortH: And the Grand Trunk Pacific did not raise, and the 
Grand Trunk was not in a position to raise (that is what it comes to) the question 
of whether the obligation remaining on the Grand Trunk Pacific to run over the 
Transcontinental was a reasonable one? 

Mr. CHAMBERLIN: Well, it was not raised, anyway. 

Commissioner ACworTH: I am an outsider, in regard to these matters, and have 
to pick them up as we go along. 

Mr, CHAMBERLIN: The only body that could raise that question would be the 
Government, I should say. 

Mr. Biccar: The only company which could raise any objection would be the 
Grand Trunk Pacific. 

Commissioner AcwortH: An obligation to operate via Halifax rather than via 
Portland is an obligation of the Grand Trunk, not of the Grand Trunk Pacific? 

Mr. Biccar: Yes. It is provided for in the agreement dated the 29th of July, 
1903, which is a schedule to chapter 71 of the Statutes of Canada, 1903. 

Commissioner AcwortH: The Act constituting the system ? 

Mr. Bicgcgar: An Act confirming an agreement entered into between His Majesty 
the King and Sir Charles Rivers Wilson and others acting on behalf of the Grand 
Trunk Pacific Railway Company. 

Clauses Nos. 41 to 45, inclusive, provide: 

41. At all times during the terms of the said lease, the Company shall 
continuously and efficiently operate both divisions of the said railway, giving 
due and sufficient service for the accommodation of all traffic to the satisfaction 
of the Government. 


42, It is hereby declared and agreed between the parties in this agreement 
that the aid herein provided for is granted by the Government of ‘Canada for 
the express purpose of encouraging the development of Canadian trade arid 
the transportation of goods through Canadian channels. The Company accepts 

the aid on these conditions, and agrees that all- freight originating on the line- 
of the railway, or its branches, not specifically routed otherwise by the shipper, 
shall, when destined for points in Canada, be carried entirely on Canadian 
territory, or between Canadian Inland Ports, and that the through rate on 
export traffic from the point of origin to the point of destination shall at no 
time be greater via Canadian Ports than via United States Ports, and that all 
such traffic, not specifically routed otherwise by the shipper, shall be carried to 
Canadian Ocean Ports. 

43. The Company further agrees that it shall not, in any matter within its 
power, directly or indirectly advise or encourage the transportation of such 
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freight by routes other than those above provided, but shall, in all respects, in 
good faith, use its utmost endeavours to fulfil the conditions upon which public 
aid is granted, namely—the development of trade through Canadian channels 
and Canadian Ocean Ports. 

44. In respect of the tolls for any traffic carried partly over any line of 
railway operated by the Company and partly over any of the lines of the Inter- 
colonial Railway, a fair and equitable ratable division of all such tolls shall 
be made by mutual agreement, or, in case of dispute, such division shall be 
fixed by arbitrators appointed in the manner provided by paragraph forty-seven 
of this agreement, or by a Board of Commissioners which may hereafter be 
duly appointed as mentioned in paragraph nineteen of this agreement, and 
with the right of appeal as therein mentioned. 

45. The Company shall arrange for and provide, either by purchase, charter 
or otherwise, shipping connections upon both the Atlantic and Pacific Oceans 
sufficient in tonnage and in number of sailings to take care of and transport 
all its traffic, both inward and outward, at such ocean ports within Canada, 
upon the said line of railway, or upon the line of the Intercolonial Railway, 
as may be agreed upon from time to time, and the Company shall not divert, 
or, so far as it can lawfully prevent, permit to be diverted, to ports outside of 
Canada any traffic which it can lawfully influence or control, upon the ground 
that there is not a sufficient amount of shipping to transport such traffic from 
or to such Canadian ocean ports. 


Mr. CHAMBERLIN: We are bound to make the same rates from Halifax and St. 
John as are made to Boston and Portland, and we are bound to provide steamships 
on the Atlantic and on the Pacific to take care of any business offering. 

Commissioner ACworTH: You never have provided ships on the Atlantic, in fact? 

Mr. Biccar: No. 

Commissioner AcwortH: And the Government has never atte on you to carry 
out your contract ? 

Mr. CHAMBERLIN: You talk about the money the Government would have to raise 
to pay off the Grand Trunk. They would not have to raise $250,000. This has been 
financed on a three and four per cent basis except on loans from the Government, and 
T have offered to take the advances in Government bonds of ten or fifteen years. 

Sir Henry Drayton: But the obligation is there; the burden is there, and the 
carrying costs are there. 

Mr. CHAMBERLIN: Yes, but it is really a matter of financing, to-day. 

Sir Henry Drayton: Your first point, Mr. Chamberlin, is that the Grand Trunk 
is not interested in all this development at all, and that the railway as contracted for 
and laid out is something which takes traffic away from the parent Grand Trunk 
System instead: of giving traffic to it. 

One answer that might be quite easily made to that is that the representatives 
of the Grand Trunk must have known all that when this contract was entered into? 

Mr. CuampBeruin: I don’t know. They must have. Of course, I do not want to 
criticise my predecessors. 

Sir Henry Drayton: What is the next ground? 

Mr. CuamBertin: What do you mean? 

Sir Henry Drayton: You have just advanced a reason why you think the Gov- 
ernment should take the whole burden of the Grand Trunk Pacific away from the 
Grand Trunk Railway Company? 

Mr. CHAMBERLIN: Yes. RS 

Sir Henry Drayton: That reason being that the position and the manner in 
which the line has been built, it is really for a separate system and not for the Grand 
Trunk System at all? 


ote 
a hd 


RAILWAY INQUIRY COMMISSION 79 


SESSIONAL PAPER No. 20g 


Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: That is your first ground. Now what is the next ground? 

Mr. CHAMBERLIN: Isn’t that enough? , 

Sir Henry Drayron: I don’t know. You are the one to say. You are giving 
us all your grounds, and we want to give you every opportunity to advance every 
argument you Can. 

Mr. CHAMBERLIN: We can no more carry out that contract with the Government 
than anything in the world. How are we going to raise money to build those steam- 
ships? How are we going to build steamships? How are we going to carry the 
burden if we are forced to carry all that stuff all the way down there at Boston and 
Portland rates? 

Sir Henry Drayton: Your second ground is that of impossibility ? 

Mr, CHAMBERLIN: It is an impossibility. 

Sir Henry Drayton: If it is impossible now, it was always impossible 2 

Mr. CHAMBERLIN: It was always impossible. 

Mr. Biecar: It was not thought to be impossible, by the men who made the con- 
tract. 

Sir Henry Drayton: I think it was. 

Mr. Biccar: Of course Mr. Hays is now dead. He was very optimistic about it, 
we all know that. 

Sir Henry Drayton: Mr. Chamberlin, you have already, through Mr. Biggar, 
submitted a letter to this Investigating Commission, pointing out first that your 
scheme was a scheme for building from North Bay; secondly, that your scheme from 
North Bay was changed at the request of the Government; thirdly, that in the Rail-— 
way Committee an amendment was forced which compelled the line to be carried from 
Quebec down to Moncton. 

There is nothing more to be said in that connection is there? 

Mr. CHAMBERLIN: Nothing more to be said, that I know of. 

Sir Henry Drayton: When the Government have already taken over the burden 
of the line from Quebec east, haven’t they relieved you of every single trouble in that 
connection 2 

Mr. Biacar: The one fatal omission is the connection between the Grand Trunk 
Pacific and Ontario. 

Sir Henry Drayton: You mean, between the Grand Trunk Pacifie and North 
Bay? 

Mr, CHamBeEruIN: Practically that. The Grand Trunk System in Ontario to-day 
is not connected up. 

Sir Henry Drayton: This map of yours shows an alternate line dotted? 

Mr. CHAMBERLIN: That was the original scheme. 

Sir Henry Drayton: That ties up to Sudbury ? 

Mr, CHAMBERLIN: That ties up to Sudbury, with a continuous line down to Mid- 
land I guess it is, or Allandale. 

Sir Henry Drayton: Mr. Biggar, do you want anything further said in so far 
as construction east of Winnipeg is concerned; you have some letters, Mr. Chamber- 
lin, do you want to put any of them in the record? : 

Mr. Cuamperuin: I will leave that matter to Mr. Biggar. 

Mr. Biacar: I think we had better put them in. 

Sir Henry Drayton: You gentlemen will have to determine yourselves what 
letters you want to put in. — en 

Mr. CuamBertin: I do not see any objection to putting them in, myself. 

There is one particular piece of information to be brought out; that is, that the 
Grand Trunk officials of that day would never have gone into it if they had thought 
a competing line would be built alongside their line all the way through. They 
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~ thought they would have a chance to go ahead for fifteen years, year after year. If 
they had thought that instead they would have had competition immediately all the 
way through, I am sure they never would have entered into the agreement. 

Sir Henry Drayton: Give us all your reasons why the Government should help, 
or why the Government should assist the Grand Trunk Pacific. 

Mr, CHAMBERLIN: I say that the situation would not have been nearly as bad as 
it is now if the Government had not subsidized another line paralleling ours all the 
way through, to which they gave larger guarantees than they did to the Grand Trunk - 
Pacific, and in addition gave them $12,000 a mile cash. 

Sir Henry Drayton: Do you happen to know whether, in the negotiations 
between the Government and the Railway, the question of aids to other lines was 
discussed at all. You see your company has not got a provision or a stipulation from 
the Government that they would not do that which you now complain of. Do you 
know whether that question was discussed at all? 

Mr. CHAMBERLIN: I cannot say as to that. Mr. Biggar can tell you, no doubt. 
TI was not present and had nothing to do with the institution until it was well on to 
completion. 

Sir Henry Drayton: Was that question discussed at all, Mr. Biggar? 

Mr. Biccar: Not as far as I know, Sir Henry. At the session at which the 
Canadian Northern was assisted between Winnipeg and Edmonton, it was presumed 
that that was to be as far as that line would go. 

Sir Henry Drayton: But it was contemplated that they would build to the 
coast ? j 

Mr. Biacar: I don’t think’ it was. ; 

Sir Henry Drayton: If I am not very much mistaken, negotiations were entere 
into between your executive and the executive of the Canadian Northern, looking to 
the fusion of the systems, so that there would not be this duplication. 

Mr. CHAMBERLIN: They tried to buy the Manitoba lines, but they could not get 
together, Mr. Hays told me at one time, and Mr. Wainwright told me also. I asked 
them why they did not buy out the Canadian Northern. They said they had had 
meeting after meeting with them, and that the best terms they could get. were that 
they assume all obligations, all bonds and everything else, and give $25,000,000 
for the common stock for that little bunch of lines up around Winnipeg. 

Commissioner ACwortH: Can you give us the date of that? 

Mr. Biagar: That was in 1903. 

iy Henry Drayton: It was in 1903 that those negotiations were going on? 

Mr. Biacar: It was either in 1903 or 1904. 

Sir Henry Drayton: It was not very long after that before the Canadian North- 
ern went on branching out? 

Mr. Biccar: Where from? 

Sir Henry Drayton: From everywhere. They have been operating since 1908. 
I quite appreciate, Mr. Chamberlin, the point you make, that is, that your undertaking 
has been very much injured by another line. But wasn’t it a case of the country being 
open for the two companies? There was no reason why the Government should not 
do it, if they wanted to? 

Mr. CHAMBERLIN: I think there was, because our people looked upon it in this 
light, that they and the Government were partners, and that one partner would not 
do anything to injure the other. - ‘ 

Sir Henry Drayton: But you know that the Canadian Northern to-day puts 
forward the same thing as against you, that they would have been in good shape to- 
day as a transcontinental line if the Government had not subsidized your company ¢ 

Mr. Biccar: But the Canadian Northern had not made any arrangement to go 
west of Edmonton prior to this agreement. 
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Mr. CHamperuin: Take their lines through British Columbia, and you will find 
that they took a line down the Thompson river and on to Vancouver which was approved 
by the Government. Mr. Hays wrote me to Winnipeg asking whether we should 
oppose it. I said no, if there isn’t any other way of going to Vancotiver than that, 
do not let us go. 

Sir Henry Drayton: What is your objection to that route? 

Mr. CHAMBERLIN: The Thompson river, and those slides there. They had in 
1903 a guarantee covering the line to the Prince Albert branch, running straight up 
north, apparently to Edmonton. They built their line into Edmonton, then did not 
do anything until 1908; 1903 was the year our charter was being obtained. 

Mr. Biggar: Not only that, but our agreement with the Government on which 
the whole scheme is based, from Winnipeg to Prince Rupert, was made in 1903. 

Sir Henry Drayton: Can you really say more than this, Mr. Chamberlin, that 
although there was no agreement that the Government should not help any other line, 
you assumed that as a matter of good business the Government would not help any 
other line competing with you? 

Mr. Biccar: West of Edmonton. ; 

Mr. CHAMBERLIN: West of Edmonton or east of Port Arthur. In carrying out 
their arrangement with us in good faith, they could not consistently do that. 

Sir Henry Drayton: Why do you say, in good faith? 

Mr. CHAMBERLIN: We were partners, and were opening up a new country which 
both sides knew was dependent upon the country filling up. There was nothing in it 
from one end to the other. You could ride for two days along our line without seeing 
a house. Then they put another line alongside of ours and divided the thing up. 

Sir Henry Drayton: But you are the interloper in prairie lines: surely your 
complaint if any is confined to the West, on the one hand? 

Mr. CHAmBertin: So far as the Canadian Northern and the Canadian Pacific 
Railway are concerned ? . 

Sir Henry Drayton: I am now speaking of the Canadian Northern, not of the 
Canadian Pacific Railway. They always had the road. They got no bonuses for that. 
Take it from Edmonton west, and all the way down through ; from Edmonton west 
you make the complaint as to the Canadian Northern, and as to Port Arthur east, but 
nowhere else is there anything on which you can make that point ? 

Mr. CHAMBERLIN: Of course they are paralleling our branch lines. That shows 
who was ahead, conclusively. The first year in which they did anything was 1908, 
Then they got an extra in 1910, 1911, 1912, 1914, and 1916. 

Sir Henry Drayton: You have written me a letter giving some grounds as to 
why the road should be taken over. We notice that there is a fairly good operating 
balance on the main line, but a very heavy operating loss on the branches? 

Mr. CuampBertin: Yes, but they get more than half of their business on branch 
lines. 

Sir Henry Drayton: The loss on the branch lines is more than compensated for 
by the long haul on the main line? 

Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: You speak of confiscation, in your letter, Mr. Chamberlin. 
No person is thinking of confiscating the investment that I know of. Tf you can, 
afford to carry it,*you will be allowed to carry it. That was not really meant, was it? 
Suppose you are left to yourselves, the thing crashes, no one confiscates it. Isn’t that 
right ? 

Mr. CHAMBERLIN: To a certain extent, yes. 

Sir-Henry Drayton: ‘To every extent, isn’t it? 

Mr. CHAMBERLIN: ‘To every extent. 
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Sir Henry Drayton: You also mention in your letter that the money was put 
into the undertaking in good faith, and that it was a national undertaking. We have 
to look upon that more or less in the way these large terms are usually taken. It is 
only national to the extent that the agreement makes it? 

Mr. CHAMBERLIN: Of course we are very anxious to avoid a break or a crash. 
The Grand Trunk has to raise a great deal of money, as a know in your department, 
for grade separations, improvements to hotels, ete. 

Sir Henry Drayton: J quite agree with that. You should be able to raise a 
great deal of money for the purchase of rolling stock and so on. 

Mr. CHAMBERLIN: We have to. Of course the debenture stock is a first lien, and 
these guarantees are right behind the debenture stock. 

Sir Henry Drayton: Your point I take it is that it is impossible for the Grand 
Trunk to continue its service and raise money, under these circumstances? 

Mr. CHAMBERLIN: Absolutely. 
ir Henry Drayton: What do you desire to say in order to justify what you say 
in your letter about competing lines being subsidized? 

Mr. CHAMBERLIN: In the first place, all our estimates were made on the basis of 
$1.50 for labour, $1.75 to make it safe. Labour is the principal part of the. construc- 
tion of a railway. The result was that with the other road working right alongside 
of us, especially west of Edmonton, we had to pay $3.50 a day right along, and even 
then the men would not work. If we tried to crowd them and make them work, they 


would simply climb over the fence, so to speak, and go and work for the Canadian 


Northern. 

Sir Henry Drayton: But your position would be no worse in that respect than 
that of the Canadian Northern ? 

Mr. CHAMBERLIN: Not in that respect. Still it tremendously increased the cost 
of the road. In addition to that, all material was increased in price. The Canadian 
Pacific Railway was constructing feverishly all the time to keep up with the other two. 
That increased the cost of material away beyond any expectations. There were also 
duties put on everything after that contract was made, such as $7 a ton on rails. So 
you see everything counted. 3 

Sir Henry Drayton: Is there anything you wish to say in justification of that 
part of your letter in which you speak of the course subsequently followed by the 
Government, and of the road never being built? 

Mr. CHAMBERLIN: That is simply a statement of my judgment, that the officers 
of the Grand Trunk who made that arrangement with the Government never would 
have made it if they had known that their line was going to be paralleled. All our 
correspondence shows that. 

Sir Henry Drayton: Have you any correspondence you wish to produce which 
shows that? 

- Mr. CuampBeruin: Mr. Biggar has a lot here; he is getting it. 

Sir Henry Drayton: You had better put in whatever you want to put in. 

Mr. CHAMBERLIN: We will give you the whole bunch. 

Sir Henry Drayton: Mr. Biggar is going to sort out whatever correspondence 
he desires to file in connection with this matter which will be put in as a separate 
exhibit. 

I take it that you are not serious when you mention in your letter the Soe TE ofaN 
of a legitimate indebtedness, the injury of the Grand Trunk Company’s credit, hostile 
criticism, and so on. I quite appreciate your point, that if anything is done to injure 
the credit of the Grand Trunk, these consequences might follow. But there is no 
suggestion that I know of of ne Government repudiating any of its pes eaat 
indebtedness. 

Mr. CHAMBERLIN: The idea is that if the Grand Trunk and the Grand Trunk 
Pacific go into insolvency (which they will have to do if the Grand Trunk attempts 
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to carry out that arrangement) the Grand Trunk Pacific having been heralded and 
looked upon as a Government-backed road, it would naturally have an effect upon the 
other securities as well. 

Sir Henry Drayton: What I wanted to find out was, what was meant by the 
statement in the letter in regard to the repudiation of a legitimate indebtedness. 
- There is no sug sgestion that the Government should repudiate any of its legitimate 
indebtedness. It is not a matter of repudiation. 

Mr. CHamperuin: If the Grand Trunk says it cannot go on with this undertaking, 
the Government of course will have to take it over—it could not help itself, on account 
of the guarantees. They would then wipe out $30,000,000, $30,000 a mile, and could 
Wipe out, say, $25,000,000 owing to the Grand Trunk. You see that while they 
guaranteed the Grand Trunk $13,000 a mile they guaranteed the Canadian Northern 
$35,000 a mile. 

Sir Henry Drayton: The Government would do substantial justice if they took 
it over at $35,000 a mile, to put on a parity? 

Mr. CHAMBERLIN: Does that not reflect on the credit of the Government as well, 
a Government-backed road? 

Sir Henry Drayton: But they only backed it to the extent of the guarantees; 
your complaint is that they did not back it quite enough? 

Mr. CHAMBERLIN: If the Grand Trunk Pacific goes to the wall, a Government 
road, everybody throughout the Northwest would say that the Government built it 
entirely too high. : 

Sir Henry Drayton: Doesn’t it really come down to this, that the statements 
in your letter mean that in your view, in order to protect the finances of the Grand 
Trunk, and as a corollary to protect the finances of the country, the Government ought 
to relieve the Grand Trunk in regard to its investment; isn’t that the whole thing? 

Mr. CHAMBERLIN: That is the whole thing. 

Sir Henry Drayton: There is nothing else to it? 

Mr. CHAMBERLIN: Nothing else. 

Commissioner ACWorTH: I can follow the point this far; that the Grand Trunk 
Pacific, being regarded as a Government obligation, the Government should see that 
anybody who had put money in to the Grand Trunk Pacifie should be protected to the 
last penny. But wouldn’t it be absolute justice on the part of.the Government to say 
that the Grand Trunk went into this undertaking, and that the Government must 
ask the Grand Trunk to pay all it can towards the obligation the Government has to 
carry; in other words, that the Government must ask the Grand Trunk to accept the 
sinking of the $26,000,000 they have already advanced, and that the Government 
must ask the company to contribute, in order to minimize the loss, all the net revenue 
the company has, that while it is not enough yet the Government must have that. 

Mr. CHAMBERLIN: The fact is that the Grand Trunk is not able to contribute 
anything@ towards paying its own security holders and making the improvements the 
‘people of Canada demand and the business of Canada require. 

Sir Henry Drayton: But last year the Grand Trunk gave its shareholders half 
a million sterling ? 

~“Mr. CHAMBERLIN: Yes. 

Commissioner ACWORTH: Do you mean to say that that was a necessary 
expenditure—I am nota shareholder? 

“Mr. ‘CHAMBERLIN: If you strike off the interest on your securities : 

Commissioner AcwortH: It was not a security; aie gave half a million to their 
guaranteed shareholders? | 

Mr. ArpLey: Four per cent on the guaranteed Series was paid. 

Commissioner AcwortH: Which came to half a million sterling. Wouldn’t it 
be absolute justice for the Government to say 

Mr. CHAMBERLIN: To wipe out these poor Dy esennlderad 
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YSommissioner ACwortH: To say to the Grand Trunk that they must pay these 
liabilities to whatever extent they can, because as far as the public was concerned 
the Government would have to face the rest, but that the Grand Trunk must do all 
it can? 

Mr. CHAMBERLIN: The Grand Trunk can just about meet it, but cannot pay the 
shareholders anything. 

Commissioner AcwortH: It divided a profit last year of $2,500,000 

Mr. CHAMBERLIN: You do not call it munificent, to pay interest on your guaran- 
teed securities, do you? 

Commissioner AcwortH: But guaranteed stock is a share, not a bond. Are we 
agreed upon it, that the company divided a certain amount last year as a profit, a 
profit divisible as a dividend? 

Mr. ‘CHAMBERLIN: How about the first, second, and third preference stock? 

Commissioner AcwortH:; Those holders would not get anything. For a series 
of years there has always been some amount paid as dividend? 

‘Mr. CHAMBERLIN: We would not have paid so much last year, if we had ee out 
on the Grand Trunk as much as we ought to have paid for betterments. 

Sir Henry Drayton: If you had paid all you should have paid out for bation: 
ments, you would not have been likely to have paid anything? 

Mr. CHAMBERLIN: No. We have not put in any rails for two years past, of any 
account. 

Sir Henry Drayron: How much do you think you should hs in, to keep things 
right, in order to look after proper operations? 

Mr. CHAMBERLIN: We should have at least three and perhaps four per cent put 
aside every year on rolling stock. That would amount to from $2, 000, 000 to $2,500,000. 

Sir Henry Drayton: You have never done that? 

Mr. CHAMBERLIN: We have never done that. I have had it before the Board, 
and have practically insisted upon it being done whenever we get any new rolling 
stock. I bought about 10,000 cars the first year I was here. They were all charged 
to Capital Account. We should have had a reserve fund for taking care of them. 
We now have to go and do the same thing over again. 

Sir Henry Drayton: Supposing you were to reconstruct your accounts now; I 
wart to see what effect these items would have on the Grand Trunk. What wot 
the providing of three or four per cent annually amount to? 

Mr. CHAMBERLIN: My idea is that it would take five per cent. Take engines and 
ears, they are either worn out or out of date in twenty ‘years. 

aun Henry Drayton: I agree with you absolutely. If you were to tell your 
accountants to go and make provision of that kind in respect of your' equipment, 
on that basis, it would preclude the shareholders from receiving anything for years 
and years ? 

Mr. (CHAMBERLIN: You mean, if we made it up for back years? — ° 

Sir Henry Drayton: Yes. : 

Mr. CHAMBERLIN: Yes, it would. It would mean $2,750,000 a year. 

Sir Henry Drayton: You-would have to go back probably twenty years to make 
it right ? 

Mr. CHAMBERLIN: Yes. 

Sir Henry Drayton: To put your accounts in proper shape, in regard to a proper 
equipment, would require a reserve of $25,000,000? 

Mr: CHAMBERLIN: Take the matter of grade separation at Toronto, for 
instance : 

Sir Henry “DRAYTON: Suppose you suggest $27,000,000—wouldn’t ay 000,000 be 
enough to properly provide for reserves for equipment? 

Mr. CHAMBERLIN: Yes, I think it would. We have now a lot of new equipment 
charged to capital: If we had $25,000,000 now, it would put us in fine shape. 
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Sir Henry Drayton: To look after replacements and amortizations? 

Mr. CHAMBERLIN: Yes, to do that. 

Sir Henry Drayton: To do that you should have that credit? 

Mr. CHAMBERLIN: We could have that credit. That is one reason I am fighting 
so hard for that $25,000,000. I want it to spend here on the Grand Trunk. 

Commissioner AcwortH: Apart from equipment, there is the question of road 

up-keep. You said you had not put any new rails during the past two years? 
Mr. CHAMBERLIN: We put in quite a few in 1915, but in Canada we only put in 
9,500 tons last year, because our friend Mr. Flavelle grabbed all the steel at the Soo, 
and would not let them roll any rails. We had them bought, and have them bought 
now. Ihave been trying to get them to let us have them now. 

Commissioner AcwortH: I don’t know about 1916, but even in 1915 you did not 
put in very many new rails? 

Mr. CHAMBERLIN: No, we did not. 

Commissioner AcwortH: And did not make a reserve for the money you would 
have spent if you had got the rails? 

Mr. CHAMBERLIN: I do not mean to say that the rails are dangerous. But we 
must put in a certain percentage every year. If we go over a couple of years, the 
first thing we know we will have a lot of rotten rails. 

Commissioner AcwortH: Are you behind in your calculation on ties? 

Mr. CHAMBERLIN: We have done pretty well on the tie question. We should have 
had a few more last year, but could not get them. 

Commissioner AcwortH: When you did not get them, you did not charge the 
money to Road Reserve in any shape or form that you might have charged? 

Mr. CoamBeruin: No. 

Sir Henry Drayton: What do you put the life of a rail at, Mr. Chamberlin? 

Mr. CuamBertin: That is very hard to tell. It depends altogether upon the 
traffic. On one line a rail will last fifty years, while on another line it will not last 
five years. 

Sit Henry Drayton: Between Montreal and Toronto, say ? 

Mr. CuamBeruin: On that line the rails are 100-pound rails. I should say about 
ten years would be the life of those rails, although I have not had any statistics taken 
of them. . 

Sir Henry Drayton: Only ten years for a 100-pound rail? 

Mr. CuampBerun: Yes, I should think about that. 

Mr. ArpiteY: They would be useful on branch lines, after that. 

Mr. CHAMBERLIN: We saw off the ends of them, and use them for branch lines. 

Commissioner AcwortH: I saw some figures this morning for eleven months, 
that is, eleven months as against the corresponding period of the previous year. ‘The 
road maintenance costs have increased $334,000 in cash, but the percentage dropped 
from 9-97 (which is practically 10) to 9-06, which is practically 9. 

Mr. CuampBertin: Mr. Ardley can explain that better than I can. A great deal 
of that is rails. 

Commissioner AcwortH: You have not been able to get them, and therefore have 
not charged them ? 

Mr. CHAMBERLIN: That 1s it. 

Commissioner AcwortH: Similarly in regard to equipment. The equipment for 
the eleven months to November, 1915, amounted to 16-69 of the expenses, while in 
1916 it dropped to 11-62, or, in actual cash expended there has been $328,000 of an 
increase. Does that mean the same thing again, that you could not get the equipment? 

Mr. Arpiey: That is operation for the eleven months, of the Grand Trunk. Of 
course I have not got the sheet before me, but I do not think we did as much repairing 
as we did in previous years. 
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Mr. CHamBertIn: We have employed every man we could employ, and have 
worked full hours, something we never did before in winter time. 

Mr. Arpiey: If you examine the statements you will see exactly where the increase 
was. 

Mr. Cuamseruin: Take Motive Power, $53,000 up; Car Deparaueen $24,000 up; 
Car Department, $31,000 up; Car Department, $25,000 up. You will see that the 
motive power went up to $50,000. 

Mr. Arpiry: A lot of the increase in motive power represents the wages of engine- 
men and firemen, which do not go into Maintenance and Equipment. Of course we 
really do not come to a conclusion until the end of the year. 

Commissioner AcworTH: You accept the question as to Maintenance of Road? 

Mr. Arpiey: I can quite understand, because we have not had the rails to put in. 

Commissioner AcwortH: What about the Maintenance of Way? 

Mr. Arpiey: I think the Maintenance of Way will practically by the end of the 
year be about the same as last year. 

Mr. Cuamperuin: If we had got those 17,500 tons, it would have meant $600,000 
for rails alone, let alone the new angle-bars, nuts, bolts, spikes, and labour taking 
~ them out.’ It would probably run to $700,000 on that one item, if we had had them. 
But we could not get them. 

Commissioner AcwortH: And as you do not keep a reserve, you have mot charged 
it up in cash? 

Mr. CHAMBERLIN: No. 

Sir Henry Drayton: I see, discounts on securities le, getting into Capital 
Account? 

Mr. ArpLey: We have always charged that account with that item. 

Commissioner ACwortH: Is that right? - 

Mr. Arpiey: It is not right, under any Interstate Commerce Commission Law. 
They make us carry our discounts. 

Commissioner ACwortH: Is it right, as a matter of business? 

Mr. Arpiey: I don’t know whether it is right as a matter of business. The only 
thing is, that our Debenture Stock is special. It does not appear in the statements. 

Commissioner AcwortH: Well, these things come home to roost in a very few 
years. 

Mr. Arpitey: The people in London say they won’t do it that way, so we are going 
to do it, when they want it done that way. 

Sir Henry Drayton: Is there anything more you want to say, Mr. Chamberlin, 
en general principles, without going into details? 

Mr. CHAMBERLIN: I don’t think so. 

Sir Henry Drayton: There are no further reasons you wish to advance? 
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